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Indigenous Economy 
in Latin America 


By SANFORD A. Mosk * 

No one can complain nowadays that the underdeveloped 
countries are being neglected by academic and other writers, 
in view of the mounting volume of articles, papers, reports 
and books dealing with such countries and their problems. 
However, if we take the literature on Latin America as an 
example, it is obvious that certain kinds of questions are being 
studied with care while others are receiving hardly any atten- 
tion at all. The field of Latin American economics is develop- 
ing unevenly. As a general proposition, major efforts are 
being devoted to the study of problems which can be treated 
by conventional economic analysis—such as balance of pay- 
ments difficulties, terms of trade, and inflation. These are 
important issues. They should be studied and discussed 
widely, but it is unfortunate that other issues are not receiving 
a like amount of attention. Comparable efforts need to be put 
into the study of neglected problems that are also vital to 
Latin American countries as they attempt to move toward new 
levels of economic development. 


I 


In the hope of stimulating discussion of one of these 
neglected problems, I believe it is useful to raise some ques- 
tions, and suggest some tentative ideas, about “indigenous” 
economies in Latin America. This phenomenon goes by a 
variety of terms, such as indigenous, subsistence, regional, 
non-monetary, pre-capitalistic, and non-capitalistic, to men- 
tion some of the more common ones. Different writers de- 
scribe it in different ways. They differ, too, in the emphasis 
assigned to individual features. A general model can, how- 
ever, be constructed, consisting of the following principal 
elements: a high degree of self-sufficiency ; limited production 
for the market; transactions based on custom and tradition, 


* Professor of Economics, University of California, Berkeley. 
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rather than on market forces; little response to gainful incen- 
tives; insulation from fluctuations in the national (‘“money,” 
“commercial’”’) economy of the country concerned, including, 
of course, the fluctuations originating in international con- 
ditions. 

The situation thus described is most important in Latin 
America in the countries with large Indian populations, such 
as Mexico, Guatemala, Ecuador, Peru and Bolivia, but it is 
found in one degree or another in virtually every country of 
the region. It is not, of course, a phenomenon peculiar to 
Latin America. It is widely distributed throughout the under- 
developed areas of the world. Special attention has been paid 
to it in Southeast Asia, and writers like Boeke and Furnivall 
have given currency to the term “dual economy” (or “plural 
economy’’) to denote the co-existence of an indigenous and a 
money economy in the countries of that region. 

The model referred to above of an indigenous economy in 
Latin America may or may not be a good one. What needs 
to be emphasized, first of all, is that we really do not know. 
By “we,” I mean Latin Americans, as well as outside observers. 
It is a striking fact that most Latin American economists have 
little knowledge of the indigenous economies of their own 
countries. If their lack of knowledge about this question is 
lamentable, their lack of interest is even more so. They seem 
to regard an indigenous economy as a separate, air-tight com- 
partment. They are troubled by it, and they are impatient 
with it, but they do not consider it to be a main preoccupa- 
tion in economic development. This attitude is unfortunate, 
especially in those countries where the indigenous economy 
involves a relatively large percentage of the population, since 
in such countries bringing about changes in the indigenous 
economy should be considered a central problem in the eco- 
nomic development of the nation as a whole. 

If we accept for the moment the generalized list of features 
suggested above for the indigenous economy of a given coun- 
try, there are two principal questions that have to be answered 
about each condition, namely, (1) the degree to which the 
condition prevails, and (2) to what extent the condition has 
been undergoing change. We cannot, of course, expect statis- 
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tical answers to all these questions; some of them are clearly 
of a non-quantitative character. Even those which lend them- 
selves to quantitative treatment can probably only be esti- 
mated in a rough way in the beginning. It is the beginning 
which is urgently needed. Once that is achieved, we can count 
on experience to act as a guide to the refinement of techniques 
of investigation and the development of working hypotheses 
for further study. 

Anyone who has had even slight contact with an indigenous 
economy realizes the difficulties of making the kind of studies 
suggested here. Source materials, about which more will be 
said below, are both fugitive and fragmentary. In many cases, 
new field work has to be done, even for a preliminary study, 
and field work is time-consuming as well as costly. Where 
Indian groups are involved, the problem of communication is 
a complex one. The difference in language is itself a serious 
obstacle in getting information. To this must be added the 
heritage of history, going back to the days of European con- 
quest, which often makes the Indian hostile to the non-I .:dian 
and fearful that the gathering of information will be used 
against him in taxation or in other ways, such as forced labor. 
Even where a good spirit of cooperation prevails, obtaining 
reasonably accurate economic material is handicapped by the 
lack of written records and by variations in the units of meas- 
urement employed. This list of difficulties does not purport 
to be complete, but is merely intended to illustrate the kinds 
of problems encountered in this field of research. 

The materials already available on the indigenous economies 
of Latin America are found principally in the works of anthro- 
pologists, sociologists and cultural geographers. Anthropo- 
logical research is the major source. It must, however, be 
recognized that anthropological research has typically been 
directed towards answering other kinds of questions than 
those which concern us from the standpoint of economic 
development. The anthropologist’s interest in a people is a 
comprehensive one; he is generally concerned with all aspects 
of their mental and material culture, thus making it difficult 
to deal with any one aspect in detail. Furthermore, the 
anthropologist is likely to have a strong bent toward recon- 
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structing the “original” nature of a culture—which in Latin 
America usually means trying to find out what it was like in 
pre-Columbian times. In dealing with change, his goal is the 
past, not the present or the tendency towards the future. 
Unavoidably, therefore, his attention is deflected from recent 
and contemporary changes which might be going on in an 
indigenous economy. For the same reason, he is more inter- 
ested in earlier relations between European colonizers and 
indigenous groups than in contemporary relations between an 
indigenous economy and the national economy with which it 
is in co xtact. 

Lest there be some misunderstandings, I hasten to add that 
these comments are not intended to be a criticism of the work 
done by anthropologists in Latin America. Anthropology. 
like any other discipline, has had its own central problems. 
There is no reason to expect anthropologists to drop those 
problems in order to make a special contribution to the study 
of economic development. There are, however, signs that 
anthropologists are beginning to ask new questions in con- 
nection with their research—questions which have a special 
bearing on problems of economic development. This is an 
encouraging trend. We may hope that other social sciences 
will keep up with anthropology in this respect. 


II 


As a means of suggesting the kind of preliminary studies 
that might be done on the basis of materials already available, 
an effort can be made to analyze the indigenous economy of 
the Highland region of Guatemala, where the bulk of the 
country’s Indian population is living. There is perhaps more 
evidence available on this indigenous economy than any other 
in Latin America, owing to the special interests of Sol Tax, 
the anthropologist who has done extensive work in that area, 
and to the studies of Webster McBryde in cultural geography. 
In the section which follows, I have drawn heavily on the 
writings of Tax and McBryde, and I have also made use of a 
good deal of material found in the publications of Oliver 
La Farge and Charles Wagley. When I was in Guatemala, 
I had the benefit of numerous discussions with Richard Adams, 
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who has for several years been doing fruitful work in 
applied anthropology in Guatemala and other parts of Central 
America.' These are the principal sources from which I have 
drawn conclusions about the nature and functioning of the 
indigenous economy of Highland Guatemala. 


Self-Sufficiency 

Much economic effort in Highland Guatemala goes into pro- 
duction for subsistence. Nevertheless, self-sufficiency is rare, 
even in the basic foodstuffs consumed, such as corn. This is 
true of communities (municipios) as well as of individual 
families. In his survey of evidence on 40 municipios in the 
heart of the Guatemalan Highlands, Tax found that only a 
few of them grew enough corn to satisfy their own needs.? 
Wagley records a similar impression for a different part of 
the Highland area, farther to the north.’ Corn is, of course, 
the mainstay of the diet throughout this whole region; accord- 
ing to McBryde, corn represents possibly as much as 80 per 
cent of the food consumed there.* 

This lack of self-sufficiency in foodstuffs finds its counter- 
part in other articles of general consumption. The prevailing 
picture is, therefore, one of economic specialization—speciali- 
zation both among individuals and among communities. Spe- 
cialization occurs in agricultural production, in handicrafts, 
in trade, and, in a somewhat different form, in wage labor. 

In agriculture, the principal lines of specialization are 
found in the production of corn, wheat, vegetables and sheep. 
Some communities specialize in more than one type of agri- 
cultural production. Totonicapan, for example, is noted for 


1 Adams has set forth some of his ideas in Introduccion a la antropologia 
aplicada, Publicaciones del Instituto Indigenista Nacional de Guatemala, 
No. 12, 2 vols. (mimeo). 

“Sol Tax, “The Municipios of the Midwestern Highlands of Guate- 
mala,” in American Anthropologist (new ser.), Vol. 39, No. 3, Part I 
(July-Sept., 1937), p. 438. 

3 Charles Wagley, “Economics of a Guatemalan Village,” in Memoirs 
of the American Anthropological Association, No. 58 (1941), p. 21. 

4F. Webster McBryde, Cultural and Historical Geography of South- 
west Guatemala, Smithsonian Institution, Institute of Social Anthro- 
pology, Publication No. 4 (Washington, 1945), p. 128. 


’ 








8 INTER-AMERICAN ECONOMIC AFFAIRS 


wheat as well as sheep. In handicrafts, community speciali- 
zation is found in pottery, furniture, mats, rope, blankets, and 
grinding stones, to mention only a few of the main ones as 
illustrations. A complete list would have to be much longer. 
In trade, specialization is more common on an individual basis 
than on a community level, but there are some communities, 
such as Santiago Atitlan and Chichicastenango, where it is 
very important. The specialist in trade is usually also a 
specialist in transport, since the bulk of the stuff is hauled on 
the human back. 

Specialization naturally gives rise to trade, and a highly 
active commercial life is an outstanding characteristic of the 
indigenous economy of Highland Guatemala. The pattern of 
trade is an intricate one within the Highland area, and also 
between the Highlands and the Lowlands on the Pacific side, 
as McBryde has shown in the map he prepared of Indian 
markets and trade routes in southwest Guatemala.® The 
pattern is, however, a regular one, involving well-defined 
markets and channels of traffic. In certain communities 
a principal market is held once, or perhaps twice, a week, and 
at such times vendors come to the market from all over the 
region. Such a vendor is a specialist in what can properly 
be called long-distance trade. He buys as well as sells and 
when the market day draws to a close he sets off for the next 
market center on his itinerary, perhaps one or two days’ travel 
away. The travel is done mostly on foot, and the merchandise 
is typically carried in a wooden frame (cacaste) on the back, 
aided by a tumpline at the forehead. Following a regular 
route and schedule, the professional trader spends most of 
his time on the road. 


To guard against a misunderstanding, it should be pointed 
out that the professional traders are not the only ones who 
bring goods to a market. Local producers offer articles for 
sale in the community market, and sometimes a producer will 
himself carry goods to a distant market and offer them for 
sale. In that case he is a part-time trader. Whether part-time 


5 McBryde, Cultural and Historical Geography of Southwest Guate 
mala, map 19 (facing) p. 84. 
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or full-time, the merchant is a prominent and vital factor in 
the indigenous economy as a whole. When McBryde made a 
study of the market of Solola in 1932 he found in the market- 
place vendors from 18 towns besides Solola itself.“ Judging 
from additional material on the same survey published subse- 
quently, McBryde calculated that only about one-fourth of the 
vendors in the market-place at Solola were local residents.’ 

Specialization and markets apparently have a long history 
in the Highlands of Guatemala, going back to pre-Columbian 
times. Frans Blom some years ago assembled some evidence 
on this question from early Spanish accounts, in a suggestive 
paper on “Commerce, Trade and Monetary Units of the 
Maya.”*® Other writers have more recently placed great 
emphasis on pre-Columbian commerce in the region, although 
it is not clear whether they have drawn inferences exclusively 
from Blom’s pioneering paper or whether they have encoun- 
tered additional evidence. Robert Redfield, in an article on 
the “Primitive Merchants of Guatemala,” has written: “The 
market is an institution that was native to Guatemala before 
the white man came, and probably the system of distribution 
there is much as it was in ancient times.”® Sol Tax, specifi- 
cally expressing agreement with Redfield, has written in sim- 
ilar vein.'!? McBryde has gone so far as to venture the opinion 
that commerce was more important to the Indians of the 
Guatemalan Highlands in pre-Columbian times than it is at 
present.'' Since we are concerned here with the present and 
recent past, it is not possible to explore further this intriguing 
question of the nature of the pre-Columbian economy. 

Nor is it possible, within the scope of this article, to deal 


6 F. Webster McBryde, Solold, Tulane University, Middle American 
Research Series, Publication No. 5 (New Orleans, 1933), p. 112. 

7 McBryde, Cultural and Historical Geography of Southwest Guate- 
mala, p. 104. 

8 Tulane University, Middle American Research Series, Publication 
No. 4 (New Orleans, 1932), pp. 531-556. 

9The Quarterly Journal of Inter-American Relations, Vol. 1, No. 4 
(October, 1939), p. 48. 

10 Tax, “World View and Social Relations in Guatemala,” in American 
Anthropologist (new ser.), Vol. 43, No. 1 (Jan.-March, 1941), p. 35. 

11 McBryde, Sololda, p. 110. 
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in a comprehensive way with changes that took place in 
colonial times and in the period since Guatemala became an 
independent country. It is interesting, however, to call atten- 
tion to a few changes of recent or fairly recent vintage, which 
suggest a tendency toward lesser self-sufficiency in this indig- 
enous economy. 

One is the decline of hand spinning of cotton yarn. This 
decline has been noted in the last generation, at least. The 
practice has not died out entirely, but it has become rare, and 
in some communities hand spinning is unknown nowadays. 
When Lila O’Neale was carrying out her field studies of High- 
land textiles in 1936, she observed that the practice of hand 
spinning was “fast disappearing under the impact of available 
commercial yarns.”!* The use of primitive spindles was be- 
coming confined largely to giving additional twist to factory- 
spun yarn, or to uniting two plies of such yarn for increased 
size. La Farge and Byers also noted a decline in hand spin- 
ning of cotton thread in Jacaltenango when they were doing 
field work in that community in 1927.'* 

In a subsequent study of another community, Santa Eulalia, 
La Farge observed that the women had abandoned two of their 
earlier crafts—namely, weaving cotton materials and making 
pottery.’ His field work in this community was carried out 
in 1932, and he noted that these changes were recent ones. 
Pottery, he states, was still being made as late as 1927. He is 
less specific about the weaving of cotton cloth, but he gives the 
clear impression that the change had been going on rapidly 
in the years prior to the time he made his survey. 

La Farge explains the dying out of these two crafts, as well 
as other changes in the material culture of Santa Eulalia, 
as the result of expanded seasonal employment in coffee fincas. 
Both consuming habits and the composition of local produc- 
tion, he found, had been undergoing changes under the influ- 


12 Lila M. O’Neale, Textiles of Highland Guatemala, Carnegie Institu- 
tion of Washington, Publication 567 (Washington, 1945), p. 7. 

13 Oliver La Farge and Douglas Byers, The Year Bearer’s People, 
Tulane University, Middle American Research Series, Publication No. 3 
(New Orleans, 1931), p. 51. 

14 Oliver La Farge, Santa Eulalia (Chicago, 1947), p. 5, p. 36. 
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ence of the larger cash income derived by the community 
from outside employment. The number and variety of local 
products had been reduced, and a parallel expansion had taken 
place in the consumption of “imports’—that is, articles ob- 
tained from other communities in the indigenous economy, 
and factory-made goods produced in Guatemala or abroad. 
The growing use of factory products was especially note- 
worthy in clothing and kitchen utensils. La Farge makes 
some further observations about the effects of the depression 
on the consumption of “imports,” which will be referred to 
below, where this question is taken up. But the main point 
is that the gaining of cash income from labor in the coffee 
fincas had brought about changes in the local economy, making 
it less self-sufficient and more interdependent than it had been 
in an earlier day. 

La Farge’s explanation for the decline in weaving and 
pottery-making in Santa Eulalia may well serve also to explain 
the decline in hand spinning of cotton yarn generally through- 
out the Highland area. Miss O’Neale, because her research 
interests centered in other problems, did not undertake to 
explore this question systematically. She merely records the 
fact that informants often told her that “the preliminaries 
to spinning cuestan,”’™ in the sense that they require time 
and patience, and cause weariness. This fragment of evi- 
dence is obviously not conclusive, but it is suggestive. Surely 
it is possible to interpret it to mean that they dropped the 
more tedious processes when the gaining of cash income made 
it feasible to satisfy their needs for cotton yarn by purchase 
rather than by handiwork. 

Apart from his special study of Santa Eulalia, La Farge 
has emphasized the role of coffee production in bringing about 
changes in indigenous life in the Highland area as a whole.!® 
Evidence is admittedly meager, but I believe that this em- 


15 O’Neale, op. cit., p. 5. 

16 See La Farge’s paper, “Maya Ethnology: the Sequence of Cultures,” 
in The Maya and Their Neighbors (New York, 1940), pp. 281-291. In 
his tentative list of post-Conquest cultural sequences in the Maya high- 
lands, he has a separate classification for the period since 1880—namely, 
Recent Indian II—when coffee production became important. 
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phasis is sound. It suggests, moreover, that the bent of 
change since the latter part of the nineteenth century has been 
towards lessening self-sufficiency and towards increasing 
specialization in production and in services. The process has 
not been uniform in all parts of the area, and it has probably 
not gone on evenly through time. Measured by standards of 
the Western World, it has been slow, and nowhere in the area 
can it be said to have run its full course. It is ,nevertheless, 
significant that the process is under way and that it has an 
appreciable historical depth and momentum. 


Custom in Economic Transactions 


Lack of information makes it difficult to appraise the exact 
role of custom and tradition in this indigenous economy, as 
contrasted with the free play of market forces. There is, of 
course, no doubt that custom is more important than it is in 
the industrialized nations. It is, however, by no means the 
dominant influence, and in some communities of Highland 
Guatemala it may even be of negligible significance. 

Probably the strongest statement on this question has been 
made by Tax in connection with his study of economic life in 
the community of Panajachel.'* To convey the full flavor of 
his conviction that custom and tradition play a minor role in 
this economy, I believe that a somewhat lengthy quotation is 
justified. The paragraph quoted below is found in his dis- 
cussion of interferences with the free play of market forces 
in Panajachel. 


The third class of interferences are those which customs, 
institutions, and beliefs impose on the “free play” of supply 
and demand. These are, I think, remarkably few and un- 
important. There are a few beliefs that perhaps impede 
the most efficient production, such as that lumber and corn 
are to be cut and harvested only in certain phases of the 
moon. There are some sentiments impeding the most 
economic allocation of time and resources; for example, in 
Panajachel it is felt that every housewife should have 
chickens, even if they do not “pay.” There are social con- 


17 Sol Tax, Penny Capitalism: A Guatemalan Indian Economy. Smith- 
sonian Institution, Institute of Social Anthropology, Publication No. 16 
(Washington, 1953). 
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siderations that prevent land, for example, from being 
treated absolutely as a commodity, though in Panajachel 
it is nearly that. But on the whole, one is hard put to find 
clear examples of any “cultural” interferences with eco- 
nomic behavior; even those just mentioned are equivocal. 
The difficulty here is the methodological one of having to 
document a negative statement. As one examines the ma- 
terials contained in this monograph, it becomes clear that 
“cultural interference” is largely absent; but there is a 
possible exaggeration involved in the very bookkeeping 
method that is employed. All I am able to say is that in 
working out the economy of Panajachel I rarely came across 
anything not quickly reducible to economic terms. Cus- 
toms, beliefs, sentiments and institutions seem, where they 
are not divorced from, to be rather affected by, than affect- 
ing, economic behavior.!® 


Better knowledge, particularly of relative price changes, 
might require some qualification of such a statement. There 
are some indications that certain prices have a traditional 
flavor, but the difficulties of getting comprehensive price 
information have impeded the gathering of satisfactory evi- 
dence on this question. Such a qualification, however, would 
only be a matter of degree. The main point would stand— 
namely, that economic transactions in Panajachel are not fixed 
by social customs, but rather depend upon monetary calcula- 
tions and market forces. 

What is true of Panajachel is apparently broadly true of 
the Highland area as a whole, although it might not apply 
equally to all communities. Business behavior seems to be 
set apart from other aspects of living, in which custom and 
traditional rituals play a central role. Thus, La Farge and 
Byers set down the following observation about Jacaltenango: 
‘Above all else, these Indians are conservative, and cling to 
their old customs with great tenacity, although their con- 
servatism does not interfere where matters of business are 
concerned. . . . Any trifle may be turned into a business 
venture. .. .”!? 


18 Tbid., p. 16. 

19La Farge and Byers, The Year Bearer’s People, p. 17. For com- 
ments of a more general character on the Highland area, see Tax, “World 
View and Social Relations in Guatemala,” op cit., pp. 27-42. 
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As one would expect from what has been said above, barter 
transactions are not common in the indigenous economy of the 
Guatemala Highlands. Some barter has been observed in one 
part of the region, near the Mexican border,” but it is excep- 
tional in the heart of the Highland country. Tax and Redfield 
have emphasized the exceptional nature of barter in this area, 
and McBryde has stated that he saw no barter transactions 
in the important market center of Solola.2!. Tax has also sug- 
gested that barter was much more common a generation or 
two ago.** This observation is interesting, since it implies 
a trend analagous to the increase in specialization which was 
referred to above. 

Another indication of the importance of market forces is 
the intense interest which the Highland Indians show in 
prices. There appears to be disagreement among anthropolo- 
gists who have studied in the area as to whether Indians 
as a general practice bargain among themselves or whether 
they only bargain when they are dealing with Ladinos (non- 
Indians). Their keen interest in prices is, however, not a 
matter of dispute. Even casual contacts, such as I myself 
have had with Indians in the Guatemala Highlands, show an 
impressive consciousness about prices. It is not considered 
impolite to ask about the price of something another person 
has bought; indeed, it seems to be customary to do so during 
the course of a conversation. 


Response to Gainful Incentives 


Much that has been said above carries the implication that 
the Indians of Highland Guatemala respond readily to the 
incentive to make a gain. This is true, in a meaningful sense. 
In making this statement, there is of course no intention to 
suggest that motivations in economic affairs are identical with 


20 See McBryde, Cultural and Historical Geography of Southwest 
Guatemala, p. 84. Wagley, op. cif., p. 22, notes specific instances of 
barter trading in Santiago Chimaltenango. 

21 McBryde, Solold, p. 123. 

22 See his paper on “Economy and Technology” for the Viking Fund 
Seminar on Middle American Ethnology: Tax (ed.), Heritage of Conquest 
(Glencoe, 1952), p. 54. 
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those which prompt action in our own society. Fundamental 
motivations, about which we know little in any event, may or 
may not be similar. Nor are the ways of responding identical. 
They are undoubtedly not as far-reaching. Nevertheless, the 
available evidence indicates that gainful incentives are ex- 
tremely important in this indigenous society, and that personal 
relations are greatly influenced by monetary considerations. 
In this connection, it is interesting first of all to call atten- 
tion to the practice of paying for services performed by 
other members of the same community. Evidence is limited 
in scope, but the practice in some important communities, at 
any rate, is to pay for such services, usually in cash, even when 
the services are provided by kin folks other than those of 
the same household. Revealing illustrations are found in house 
construction, agricultural labor and ritualistic ceremonies. 
House construction. In Panajachel, Tax found that houses 
are constructed by the owner and members of his household, 
with the assistance of hired labor for specialized occupations, 
if necessary. The kinds of specialists whose services are hired 
are adobe makers, masons and carpenters. They work on a 
commercial basis. There is no system of neighborly help or 
communal labor.** In Chichicastenango, according to Redfield, 
the arrangements for house construction are similar to those 
of Panajachel.** Tax reports, however, in another study, that 
the social aspects of house construction vary among the 
municipios which, like Panajachel, border on Lake Atitlan.*’ 
In Santiago Atitlan, assistants are hired at regular day-labor 
rates, whereas in Santa Catarina Palopé the men who help 
build a house receive only food for their efforts. La Farge 
also found different practices in the two communities he 
studied. In one, Santa Eulalia, neighbors were hired to help 
in building a new house.*° But in the other Jacaltenango, 
houses were built by community help, and no cash payments 


23 Tax, Penny Capitalism, p. 145. 

“4 Redfield, “Primitive Merchants of Guatemala,” op. cit., p. 51. 

25 Tax, “The Towns of Lake Atitlan,” Microfilm Collection of Manu- 
scripts on Middle American Cultural Anthropology, No. 13 (Chicago, 
University of Chicago Libraries, 1946), pp. 10-11. 

“6 La Farge, Santa Eulalia, p. 31. 
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were involved. Food was provided for those who worked, 
but more in the fashion of a ritualistic ceremony than a pay- 
ment for services rendered." 

Lack of evidence makes it impossible to know which system 
is most common in the area as a whole—whether it is the 
commercial approach of Panajachel, or the community-help 
system of Jacaltenango, or perhaps some arrangement of an 
intermediate character. Also, there may be some correlation 
with the extent and nature of other economic activities and 
opportunities, or the differences may be explained by local 
custom and tradition. It would be interesting to have com- 
prehensive information on this question, and for certain pur- 
poses it would, of course, be essential to do so. For our 
purpose, however, it is a significant fact that even in a few 
key communities of the Guatemala Highlands the construction 
of dwellings is carried out as a commercial proposition rather 
than as a project of neighborly cooperation. 

Agricultural labor. It is common in the Guatemala High- 
lauds for some people to gain their livelihood wholly or in 
part by farm work. Some of this work consists of seasonal 
labor in the coffee fincas, a topic which we shall deal with 
later, when outside connections are discussed. At the moment, 
our interest centers in the farm work performed for other 
Indians of the same community, or neighboring communities. 

The most specific information on this question is contained 
in Tax’s study of Panajachel.** Such labor is typically done 
by those who do not have land, or who have inadequate 
amounts of land, and the arrangements by which they work 
are varied in nature. It is the rule, however, that the person 
working receives compensation for his services in cash, or 
in food, or in some combination of the two. Payment in kind 
is simply another form of cash payment, since the cash value 
of the food is ordinarily taken into account in determining 
the wage. Only among members of the same household is 
field work done without specific compensation. As soon as a 


*7 This is an inference which I have drawn from La Farge’s discussion 
in The Year Bearer’s People, p. 40. 
“8 Penny Capitalism, pp. 98-105. 
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different household is involved, payment is expected, as shown 
by the following quotation from Tax: 


Within a family (the group with a common kitchen, 
that is) work is communally done. The land is worked in 
common and one member of the family does not pay another 
to work, say, on a piece he happens to be especially inter- 
ested in. But such a communal attitude stops with the 
simple family, the economic household. When a father and 
son, or siblings, live separately, they may work together, 
but the one whose land is being worked will invariably 
(acording to all informants, observations, and cases) pay 
the other at prevailing cash rates. The impoverished son 
of a wealthy man, for example, frequently works as a farm 
hand for his father as if they were not related.*° 
In contrast, there is evidence that a system of work ex- 

change, or work cooperation, is in vogue in some places. 
Whether this system is more typical of the whole Highland 
area than the commercialized system of Panajachel is a ques- 
tion which cannot be answered on the basis of present knowl- 
edge. It is, however, probably safe to assume that Panajachel 
is not unique in this respect, and that a substantial fraction 
of the farm work done for others in the area represents a 
response to a monetary incentive rather than a cooperative 
sharing of a total work load. 

Ritualistic ceremonies. Persons engaging in such cere- 
monies are often paid for their services. This is true not 
only of shamans performing rites for individuals, but also of 
musicians participating in community ceremonies in their 
own towns. These occupations are usually carried out on a 
part-time basis, but they are thought of as specialized activities 
for which payment is made in cash, as well as in food and 
liquor. It is interesting, too, to observe that dance masks and 
costumes used in community ceremonies all over Guatemala 
are commonly rented from a few suppliers located in Totoni- 
capan and Chichicastenango, and that the rental fee is usually 
paid by the individual participant rather than by the com- 
munity. 

The broad impression conveyed by the illustrations offered 


29 Tax, Penny Capitalism, pp. 103-104. 
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above is well summarized in Tax’s statement: “The Indian is 
perhaps above all else an entrepreneur, a business man, always 
looking for new means of turning a penny.’*® Again, refer- 
ring specifically to the Indians of Panajachel, Tax says that 
he hardly knows a man “who is not interested in new ways of 
making money, who does not have, typically, an iron or two 
in the fire, and who does not make his living partly as a 
business enterpriser.”’*! 

The pursuit of gain is followed freely because the accumu- 
lation of wealth is considered socially acceptable. It is true 
that certain social responsibilities are normally attached to 
wealth, but the practice of accumulating wealth is considered 
desirable for individual as well as community ends. Tax has 
written most fully about this question,** but we also have 
Wagley’s judgment about the people of Santiago Chimalte- 
nango that “there are few ... who do not strive to accu- 
mulate wealth and add to their heritage.”** Both writers 
also report that people are keenly aware of wealth differences 
among individuals and families. 

Tax has written a paragraph which sums up so well the 
drift of this discussion on response to gainful incentives that 
I believe it should be quoted here. The flavor and strength 
of his opinion can only be conveyed in his own words. 


It is frequently said of Indians in Guatemala, sometimes 
as a reason for not improving their work conditions and 
wages, that if they earn enough money for the week in 
3 days, they will not work the rest of the week. I doubt 
if this is true on an important scale anywhere in the coun- 
try, but as applied to Panajachel, nothing seems further 
from the truth than this dictum which implies that the 
Indians work for bare necessities alone and have no desire 
to improve their way of life, or attain the security that 
wealth (especially in land) gives, or accumulate something 
for their children. I think that enough evidence has been 
presented to make my assertion credible. The Indians 
already live above a subsistence level (by their standards) ; 


30 Tax, Penny Capitalism, p. 12. 
31 Ibid., p. 18. 

32 Ibid., pp. 18-19, pp. 186-207. 
33 Wagley, op cit., p. 76. 
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they are certainly working for the luxury of meat as well 
as corn, for their church as well as for their food. I have 
never heard of a poor Indian ever refusing to work for 
another (when sober and capable of work) if he had noth- 
ing to do for himself and if the work and wage offered were 
reasonable by local standards. If a plantation owner should 
try to contract labor to go to the lowlands, he might get a 
contrary impression; but he would be in error because of 
ignorance of the fact that there is enough work in Pana- 
jachel where the climate and health conditions are more 
favorable and where the Indians have their families and 
friends. Furthermore, it has been seen that the Indians 
do strive for wealth and that there is strong motivation 
toward greater land holdings, a desire to have more for 
themselves and their children.** 


Indigenous Economy and National Economy 


The broad picture developed in the preceding sections of 
this article is that of a commercialized regional economy 
among the indigenous people of Highland Guatemala. We 
have dealt mainly with features of an intra-regional character. 
Now it is necessary to examine the connections between the 
regional economy and the national economy of the country, 
in an effort to learn whether the regional economy is affected 
by fluctuations in the national economy, or whether it is essen- 
tially insulated from such fluctuations. 

One main connection with the national economy is found in 
the seasonal labor which Highland Indians perform in the 
coffee fincas at lower elevations. This practice of working 
outside the region during part of the year is more typical of 
some communities than of others, but it is common throughout 
the whole area. Although some individuals and communities 
have other sources of income outside the region, there is little 
doubt that work in the coffee fincas is the principal means by 
which money comes into the Highland region as a whole. 
This link with the national economy, it should be observed, 
is also a link with the international economy, since most of 
the Guatemalan coffee is produced for export. 

The other principal connection with the national economy 
of Guatemala, and with the international economy as well, is 


34 Tax, Penny Capitalism, pp. 204-205. 
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found in the consumption of articles produced outside the 
regional Highland economy. There is, of course, considerable 
variation in this respect among individuals and communities. 
Nevertheless, evidence from scattered places suggests that 
consumption of such commodities has become an important 
element in the standard of living of the Highland Indians as 
a group. Because this condition is apt to be underestimated— 
certainly it can be said that economists in Guatemala under- 
estimate it—it is fruitful to offer some illustrations. 

Prominent among the items bought from the outside now- 
adays are cotton yarn and cotton cloth. Attention has already 
been called to the decline in household spinning of cotton yarn. 
The yarn used in household weaving of cotton cloth is mostly 
purchased; it comes from the factory at Cantel in Guatemala, 
or is imported from the United States, England or one of the 
other industrialized nations. Much cotton cloth is also pur- 
chased rather than made in the household. Many Highland 
women, especially in certain communities, no longer weave the 
cloth for their blouses (hwipiles) but instead they buy the 
heavy cotton material produced at Cantel, and confine them- 
selves to sewing and embroidering the garment. As regards 
men’s clothing, much of the material used in making gar- 
ments is produced in the Highland area itself, but there is 
some evidence that factory-made cloth has become increas- 
ingly used.** The communities on the periphery of the High- 
land region near Guatemala City have gone farthest in this 
respect. Five studies of communities in this area showed that 
the men bought ready-made clothing in all cases, with the 
minor exception of the belts worn in one community.*® 

Metal articles are also important among the articles pur- 
chased from the outside. I have already referred to the 
growing use of factory-made kitchen utensils in Santa Eulalia, 
as reported by La Farge; and McBryde, writing more gen- 
erally of the Highland region, notes that earthenware dishes 


35 See O’Neale, op. cit., p. 188. 
36 Publicaciones Especiales del Instituto Indigenista Nacional; No. 2, 
Chuarrancho; No. 4, Chinautla; No. 5, Parramos; No. 7, Santa Catarina 
Barahona; No. 9, San Bartolomé Milpas Altas. All these studies have 
appeared only in mimeographed form. 
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and cups “are giving way rapidly to bright-colored imported 
enamel ware.’”*? The metal articles of most general use are 
the hoe and the machete. The ax, another “import,” is also 
employed, but much less frequently than the machete. The 
hoe is the basic implement used in tilling the soil. The 
machete is used for clearing fields prior to planting, for gath- 
ering firewood, and for a variety of other purposes. Judging 
from fragments of evidence gathered by the Instituto In- 
digenista Nacional in the community studies referred to above, 
the Indian farmers have to buy a new hoe every year, or every. 
other year. There is less uniformity in the replacement rate 
of the machete, but four to five years seems to be a reasonable 
estimate of the length of time between new purchases. 

Among the other articles bought by the Highland Indians 
from the outside, special mention deserves to be made of 
matches, and the beads used by women for decorative pur- 
poses, both of which are imported from abroad. Liquor is 
another item of significance, in view of the high consumption 
connected with ritualistic ceremonies of all sorts. Illegal dis- 
tilling is apparently not unknown in the Highland area, but 
there is no doubt that large amounts of aguardiente are bought 
from the established distilleries of Guatemala. Fireworks, 
another article of widespread use in rituals and fiestas, are 
bought from the outside as well as produced locally. Patent 
medicines should also be mentioned, although they are not 
used nearly as much as the local remedies administered by 
curanderos. Food products are brought in from the low coun- 
try ; some of these are commodities that are scarcely produced 
in the Highlands, while others supplement local production in 
off seasons or in periods of poor harvests. Sugar, coffee and 
vegetables are prominent in this traffic, and in some years 
substantial amounts of corn are transported from the Low- 
lands for sale in Highland markets. 

Labor and “imports” represent the two principal connec- 
tions between the indigenous economy of the Highland region 
and the national economy of Guatemala. In addition, the 
region gets money from the outside by the sale of certain 


37 Cultural and Historical Geography of Southwest Guatemala, p. 47. 
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farm produce, such as the onions and other truck crops raised 
in Panajachel, and a variety of fabricated articles, including 
items made especially for the tourist trade. The latter are 
interesting because they indicate another response to a busi- 
ness opportunity which has developed in recent years.** A 
complete list of miscellaneous products sold to the outside 
would be quite long, but the aggregate income derived from 
such sources probably falls well short of the total earnings 
derived from wage labor in the coffee fincas. 

What has been said above about connections with the 
national economy suggests that the indigenous economy is not 
isolated from national and international economic fluctuations, 
but is rather affected by them. How important is the effect? 
Is it significant to the Indians who make up the indigenous 
economy, or is it merely a marginal circumstance in their 
livelihood? Economists in Guatemala are inclined to take the 
latter viewpoint, but I believe that they are not correct in 
doing so. Moreover, I think it is proper to discount the judg- 
ment of Guatemalan economists on this question because of 
the cultural gap which exists between them, as Ladinos, and 
the Indian population of the country. This gap is wide and 
deep. There is no doubt that the Indian is culturally isolated 
from the Ladino, and probably this very cultural isolation 
leads the Ladino to exaggerate the economic isolation of the 
Indian. 

At best only fragmentary evidence can be cited. La Farge 
did his field work in Santa Eulalia in 1932, when the world 
was suffering intensely from depression conditions, and he 
recorded some effects of the depression which were called to 
his attention. The use of Japanese silk blouses by the women 
had been curtailed, and a parallel decline had taken place 
in the use of European-type clothing by the men of the com- 
munity.*® It is interesting, too, that La Farge picked up the 
opinion from several people that hard times would bring about 
a revival of pottery-making, a craft which, as we have already 
noted, had been abandoned in the preceding years of good 





38 See Tax’s comments in Heritage of Conquest, p. 59, and ‘‘World View 
and Social Relations in Guatemala,” op. cit., p. 35. 
39 La Farge, Santa Eulalia, p. 5, p. 29. 
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times. Cash, which earlier had been abundant in Santa 
Eulalia, was very scarce in 1932, owing to a reduction in the 
earnings obtained from labor in the coffee fincas, and stand- 
ards of living had suffered a setback. 

Tax, who was already carrying out field work in Guatemala 
in the post-depression days of the 1930’s, has also noted that 
the indigenous population suffered when the price of coffee 
fell during the slump.*® In addition, Tax has pointed out that 
in the villages around Lake Atitlan the elders frowned on 
cutting down expenditures for religious ceremonies, so that the 
burden of carrying on the servicios, as they are called, became 
a heavy one. Even such expenditures had apparently become 
geared to the prosperity conditions of the preceding years. 
Ultimately, too, they responded to the effects of the depression, 
and in some communities at any rate they were scaled down 
to correspond with depression conditions.*! 

To appreciate fully the effects of the depression, we would, 
of course, have to know a good deal about relative price 
changes in the economy of Highland Guatemala. Statistical 
information is lacking, but there is every reason to believe, 
as Tax concluded from his observations in Panajachel,** that 
such changes have taken place. In this connection, it is inter- 
esting to call attention to an observation made by Wisdom in 
his study of the Chorti Indians, even though this Indian group 
is not located in the Highland region itself, but rather in 
eastern Guatemala near the boundary with Honduras. The 
economy of the Chorti is much less commercialized than that 
of the Highland region, and Wisdom found that traditional 
prices were common in transactions between one Indian and 
another. Bargaining was not the standard practice. Never- 
theless, Wisdom observed that during times of depression 


they did engage in haggling over prices,** a fact which sug- 


40 Tax, “La economia regional de los indigenas de Guatemala,” in 
Boletin del Instituto Indigenista Nacional, Vol. 2, Nos. 3-4 (June-Sept., 
1947), p. 171. 

41 Tax, Heritage of Conquest, p. 58. 

42 Tax, Penny Capitalism, p. 138. 

43 Charles Wisdom, The Chorti Indians of Guatemala (Chicago, 1940), 
p. 82. Wisdom’s work was carried out during the years 1931-1933. 
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gests that even traditional price relations were affected by 
depressed circumstances in the national economy. 

In concluding this discussion of relations between the indig- 
enous economy of the Highlands and the national economy 
of Guatemala, it is well to emphasize that the question involved 
is one of comforts and conveniences rather than basic sub- 
sistence, although that, too, may be involved in some years 
when crops are poor in the Highland country. But obviously 
comforts and conveniences are an integral part of the standard 
of living of these people, even though they may seem meager 
to outsiders. The Highland people are in my opinion already 
substantially tied to the national economy, and thus to inter- 
national fluctuations as well. Granted, the whole question 
needs to be studied carefully, and much more evidence has to 
be assembled before a firm judgment can be arrived at. Mean- 
while, I think it is a serious mistake for Guatemalan econo- 
mists to assume, as they are wont to do, that the indigenous 
economy of the Highland region is a separate compartment 
which for practical purposes can be regarded as isolated from 
the national economy of the country. It is dangerous to 
assume that the cultural wall between Indian and Ladino has 
an exact counterpart in economic affairs. 


III 


The material reviewed in the preceding section indicates 
that the indigenous economy of Highland Guatemala possesses 
the following main characteristics: Production is directed 
towards the market, rather than towards individual and 
family consumption; productive effort is specialized, by com- 
munities as well as by individuals; a vigorous and complex 
trade is carried on throughout the region; transactions are 
based on market forces, rather than custom and tradition; 
there is an active response to gainful incentives; the regional 
economy is significantly tied to the national economy of Guate- 
mala, and to international economic conditions as well. 

Furthermore, the evidence indicates that these characteris- 
tics have been becoming more fully developed since the latter 
part of the nineteenth century, owing to the elaboration of 
the coffee economy of Guatemala. No one can say whether 
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the rate of change is fast or slow. The direction of change, 
however, seems clear, and it suggests that the people of High- 
land Guatemala are being further prepared for full partici- 
pation in the national economy of the country. It may be 
that only a short distance needs to be traveled to bring about 
economic integration of the Highland people. At any rate 
the remaining distance is probably much shorter than students 
of Guatemalan economic affairs are inclined to believe. 

The observations just made about Highland Guatemala are 
not, of course, intended to apply to other indigenous economies 
of Latin America. An identical spirit of commercialism may 
not be found in any other. Nevertheless, it may well be true 
that many of them have more in common with Highland 
Guatemala than with the ‘model’ of an indigenous economy 
set forth near the beginning of this article. Obviously, we 
have here a large field for investigation—one which is of the 
utmost importance for some of the Latin American countries. 
It is, moreover, a field to which contributions can be made by 
scholars from different disciplines, such as anthropology, cul- 
tural geography, sociology, economics and history, although 
they do not have to work in teams. Indeed, it is probably 
best if they do not. They must, however, be willing to address 
themselves to questions which are at the moment unconven- 
tional in their respective disciplines. In this field, the central 
questions are found on the margins among disciplines. Thus 
far, anthropologists have shown the greatest response to the 
opening up of such new lines of inquiry. Surely some econ- 
omists, and others, can afford to meet them half way. Unless 
they do so, it is difficult to see how a whole range of significant 
Latin American economic problems can be properly under- 
stood and evaluated. 














Some Factors in the Deterioration 
of Argentina’s External Position, 
1946-1951 


By EDWARD J. CHAMBERS * 


In the last decade great attention has been focussed on 
plans for the economic development of the so-called lesser 
developed countries. In these plans one aspect requiring close 
consideration is the relationship between internal changes in 
economic structure and the balance of payments. Though the 
most economically advanced country in Latin America, Argen- 
tina is certainly by North American and Western European 
standards among the lesser developed nations. During the 
years of the First Five Year Plan from 1946 to 1951 official 
policy sought first and foremost a rapid change in economic 
structure through an internally financed development pro- 
gram, and second a transfer to Argentine hands of foreign 
owned utility properties and foreign held public debt. 

As a peripheral nation that has traditionally enjoyed a sur- 
plus in its payments with Western Europe and a deficit in its 
payments with the United States, Argentina presents herself 
as a country attempting an internally financed development 
program while subject to all of the difficulties associated with 
currency inconvertibility on the part of trading partners with 
whom she has had in the past a payments surplus. Thus, 
Argentina can be examined in a context of assessing the rela- 
tive importance of what John H. Williams has referred to as 
the “internal” as against the “‘balance of payments” factors 
operating upon a country’s external financial position. 

During the postwar period Argentina’s attempts to change 
its economic structure and thereby raise per capita income 
cannot be considered successful, and were in fact associated 
with a serious deterioration in the country’s external position. 
In this paper it is proposed to examine some of the factors 


* Assistant to the Economic Adviser, Department of Trade and Com- 
merce, Ottawa, Canada. 
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which lie behind these developments and an effort will be 
made to assess in perspective the role of both internal and 
balance of payments factors in these events. For this purpose 
the paper is divided into three sections: the first traces the 
deterioration in the balance of payments from 1946 through 
1951 and indicates the lack of any consistent internal improve- 
ment over these years; the second considers the domestic policy 
of promoting industrial development via inflation, and the 
official means adopted for dealing with the agricultural sector 
of the economy; the third turns to an analysis of the foreign 
economic policy that was employed to achieve the domestic 
objectives and cope with the problems of currency inconverti- 
bility. Finally, some tentative conclusions will be put forward 
regarding the experiences of these years. 

I. External Deterioration and Lack of Consistent Internal 
Development. Two general observations may be made about 
economic change in the period from 1946 to 1951. First, 
Argentina experienced acute losses of foreign exchange, so 
severe, indeed, that the country in President Peron’s own 
words was on the verge of bankruptcy at the end of 1951. 
The balance of payments was very unfavorable for a nation 
seeking to promote internal development and to emerge from 
a debtor position on foreign account. Second, while it is true 
that per capita real income showed a remarkably rapid rise 
between 1945 and 1948, there was a subsequent decline until 
by 1951 per capita real output had returned to less than the 
1947 level, as the population rose more rapidly than gross 
output." 

(a) External Deterioration. The foreign exchange hold- 
ings of Argentina indicate quite clearly the weakening of her 
external position. After World War II Argentine foreign 
exchange reserves were sizable, amounting to the equivalent 


1In May Ist, 1952, inaugural message to Congress, President Peron 
stated that in order to support the 1951 volume of imports practically all 
of the foreign exchange reserves of the country had been used up. He 
suggested that in the then prevailing state of the world economy capital 
assets were better than money. First National Bank of Boston, The Sit- 
uation in Argentina, May 26, 1952. 

2See Table 4. 
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of some 5,702 million pesos at the end of 1945.° Though dur- 
ing 1945 and 1946 the bulk of Argentine holdings were in the 
form of freely convertible reserves, that is gold or dollars, 
yet as early as 1947 over one-half of the total was in the 
form of inconvertible currencies, principally pound sterling 
and French and Belgian francs. In Table 1 are shown esti- 
mated gold and net foreign exchange holdings for the Argen- 
tine Republic for 1945 through 1951. 

TABLE 1—GOLD AND NET FOREIGN EXCHANGE HOLDINGS 
OF THE ARGENTINE CENTRAL BANK, 1945-1951 
(Millions of Pesos) 

Net Foreign 


End of: Gold Exchange Total 
1945 4,099.5 1,602.6 5,702.1 
1946 3,596.0 2,186.2 (1) 5,782.2 
1947 1,030.1 2,936.9 (1) 3,966.0 
1948 433.9 1,991.1 2,424.0 
1949 656.1 1,345.5 2,001.6 
1950 656.1 2,032.9 2,689.0 
1951 813.5 1,052.2 1,865.7 


(1) Includes foreign exchange holdings of commercial banks licensed 
to deal in foreign exchange of 136 million pesos in 1946 and 322 million 
in 1947. 

Source: Sintesis Estadistica Mensual de la Republica Argentina; In- 
ternational Monetary Fund, Balance of Payments Yearbook 1938-1946- 
1947; Banco Central, Memoria Anual, 1946 and 1947. 


It is evident that in the early postwar period the decline in 
gold holdings was precipitate. This was a time of heavy debt 
repatriation and of widespread commodity purchases in the 
United States. Since 1948 gross foreign exchange holdings 
have shown precipitate drops in 1949 and again in 1951, 
though there was a marked improvement in net foreign ex- 
change holdings during 1950. Falls in net foreign exchange 





3 IMF, International Financial Statistics. 

‘IMF, The Balance of Payments Yearbook 1938-1946-1947 and unpub- 
lished staff memoranda of the IMF. Estimates have been made suggest- 
ing the following division: sterling 1,937.7 million pesos, French franes 
amounting to the equivalent of 399.2 million pesos and Belgian francs 
totalling 171.6 million pesos together with small amounts of other incon- 
vertible currencies. Holdings of liras and pesetas were not recorded by 
the Central Bank. 
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holdings were due to both a growth in liabilities to foreigners 
as well as to declines in gross holdings.» Between 1945 and 
1948 gold holdings declined by 89 per cent, while net holdings 
of foreign exchange actually increased by 24 per cent. On 
the other hand, after mid-1948 extremely stringent restric- 
tions were applied to transactions with the free currency 
areas, and Argentina launched a speeded up program of 
bilateral trade agreements featured by attempts at balanced 
trade, or reciprocal credit extensions, as distinct from the 
unilateral credit extensions characteristic of trade agreements 
during the immediate postwar period.® The result was a drain 
in the latter period upon soft currency holdings. 


A glance at the composition of the postwar balance of pay- 
ments will help in analyzing some of the elements behind this 
external deterioration. In Table 2 the Argentine balance of 
payments from 1946 to 1951 is arranged in standard Inter- 
national Monetary Fund form. In examining this Table there 
is no doubt that in the years 1946-48 the policy of debt 
repatriation produced a rather severe strain. In 1946 the 
Administration launched a program of debt repatriation in- 
volving foreign held public debt, British and French rails, and 
American owned utilities. Debt repatriation during 1946 drew 
heavily upon gold and reserves of convertible currency,’ while 
in 1947 and 1948 debt repatriation payments were mainly for 
the re-purchase of the British and French railways.® 


5 The decline in 1951 holdings under those registered in 1948 was pri- 
marily due to an increase of 756 million pesos in short term exchange 
liabilities to foreigners. 

6 See Section III of this paper, p. 29. 

7 Debt repatriation in 1946 amounting to $230 million in the free cur- 
rency area consisted in the main of payment of $85 million for the pur- 
chase of the American owned United River Plate Telephone Co., and 
$135.4 million for final repatriation of the dollar held public debt. See 
E/CN.12/166 Add. 1. Economic and Legal Status of Foreign Investments 
in Selected Countries of Latin America. Foreign Investments in Argen- 
tina, p. 3. 

8 Repatriation in 1947 included the payment of $43.1 million in dollars 
to Brazil in settlement of a clearing account balance that had accumu- 
lated since 1941. The amounts paid to France were the equivalent of 
$45 million. 
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In assessing the wisdom of a determination to carry through 
such a program the questions to be faced appear to be these: 
What were the costs of repatriation at the particular time 
chosen as against the drain on foreign exchange earnings as 
a result of continued service payments? What were the costs 
of the service payments made on those investments later re- 
patriated and what effects did they have on the balance of 
payments? It has been estimated that payments on deben- 
tures of repatriated railways amounted to about $30 million 
annually, and savings on public debt service to $24 million 
annually.’ To this total of $54 million might be added another 
$10 million annually for servicing other repatriated items, 
making payments of $64-65 million annually in all.’° In Table 
2 the “Investment Income” item shows a decline of $105.9 
million between 1946 and 1951, this figure being a good deal 
greater than the above estimate of the savings in payment on 
current account. But it must not be assumed that this reduc- 
tion of $105.9 million is due to repatriation alone, for a large 
portion may be attributed to the very severe exchange restric- 
tions which have been applied to remittances on foreign 
equity investments.!! 

The costs of repatriation may be considered as of both an 
immediate and of a longer run nature. The immediate costs 
were the alternative uses of some $960 million in foreign 
exchange thereby committed. How great a priority is to be 
attached to these alternative uses would depend upon the 
condition of the domestic economy. It must be remembered 
that little replacement investment had occurred during the 
war, which implies that existing capital supplies were in need 
of replenishment, and further, that the Administration was 
embarking on a program for rapid industrialization, thus 
making necessary large imports of raw materials and addi- 


* British railways had paid no dividends on ordinary shares for 
many years. 

10 See Foreign Investments in Argentina, pp. 19-20. 

11 Foreign direct investments in Argentina other than rail and tele- 
phone amounted to 3.215 billion pesos in 1941 according to a Central 
Bank Survey. United Nations, Balance of Payments Yearbook, 1939- 
1945, p. 24. 
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tional imports of capital equipment. That such a large pro- 
portion of total exchange reserves were employed to transfer 
the ownership of already existing capital instruments could 
not but result in serious consequences for the development 
program.'= The amount of exchange reserves thereby com- 
mitted was so great that no cushion to absorb any unforeseen 
future balance of payments deficits remained. The longer 
term costs of repatriation may arise from pursuit of the 
highly nationalistic policy—of which debt repatriation was 
a part—enunciated by the Administration. The foreign 
investor was lcoked upon as an unwelcome guest on the Argen- 
tine scene, and as an exploiter of the domestic economy. When 
the need for foreign assistance was eventually given official 
recognition, these attitudes contributed to the difficult problem 
of removing the obstacles to it. 

Another factor giving rise to strain was the sizable with- 
drawal of private capital in 1946 and 1947. Though the 
Central Bank had controls over the entry of foreign capital 
into Argentina during the war and thereafter, until July of 
1947 there was no restriction on the purchase of foreign 
exchange by Argentine residents apart from formal notifica- 
tion of the Central Bank.'* It is entirely probable that these 
withdrawals were a manifestation of a flight from the Argen- 
tine peso. For example, American short term liabilities to 


lard eo 


Argentina increased from $77 million to $309 million between 


12 The mere nationalization of the properties would in itself provide 
little, if anything, in the way of improved services. Expansion or an 
improvement in existing services would, in view of the Administration’s 
determination to finance development internally, require added amounts 
of foreign exchange to pay for needed capital imports. This would mean 
use of exchange reserves, or the use of added exchange earnings due to 
a larger volume of exports or more favorable terms of trade rather than 
private inflows of capital to finance the improvements in nationalized 
properties. 

13 Jn 1943 a system of control over capital imports was instituted. 
This was introduced to prevent the continuance of an inflow of flight 
capital that had been seeking refuge in Argentina since 1939. These 
funds, regarded as highly volatile, were subjected to control, for up to 
that time they had been an important contributory factor in bringing 
about increases in the money supply which were not always desirable in 
terms of official policy. Central Bank Annual Report for 1943, p. 35. 
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December of 1945 and the time at which controls over out- 
ward movements of capital were instituted in July of 1947. 
No doubt some of this growth represents the normal increase 
in dollar balances that would be expected to accompany a 
larger volume of Argentine purchases in the United States. 
But this increase in liabilities is, at least, noteworthy, and it 
is also significant that the increase ceased after the imposition 
of controls in July.'* Though this is not anything resembling 
conclusive evidence of capital flight, on-the-scene observers 
pointed to the uncertainties in the domestic picture as indi- 
cating its existence to be highly likely.” 

A third consideration is the decline in the net deficit on 
services. One reason, the reduced service and dividend pay- 
ments, resulting from a combination of repatriation and 
stringent controls over dividend remittances, has already been 
mentioned. Another is to be found in the development of a 
sizable merchant marine, which was given impetus by the 
shortage of foreign bottoms during World War II. The mer- 
chant marine expansion continued in the postwar period as the 
merchant navy, excluding navy tankers and transports, dis- 
posed of a total of 1,163 thousand tons of ocean-going shipping 
in 1951 compared with but 627 thousand gross tons in 1946, 
and thereby correspondingly reducing the country’s depend- 
ence upon foreign sources.'® Fundamentally, the case of ex- 
pansion in the merchant marine raises the question whether 
this virtual doubling would, in fact, be in accord with the 
principle of the most productive allocation of resources, par- 
ticularly in the light of the failure of Argentine trade to grow 
commensurately in volume terms. And it must be remembered 


14 The figures are from The Treasury Bulletin. From June of 1946 
to March of 1947 these liabilities fluctuated between $113 million and 
$181 million. However, in the four months before the institution of 
controls over capital outflow these liabilities jumped by 70 per cent from 
$181 million to $309 million. 

15 The Buenos Aires correspondent of The Economist writing in the 
September 27th, 1947, issue suggested that knowledge of an inflationary 
situation domestically was reflected in distrust in the currency and 
subsequent capital flight. 

16 Ernesto Tornquist and Sons, Business Conditions in Argentina, 
April 1952. 
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- TABLE 3—THE VOLUME OF ARGENTINA’S FOREIGN TRADE 
} AND THE RELATION OF EXPORTS TO IMPORTS, 1945-1951 (1) 


» Quantity Quantity 
of of 

L Year Exports Imports Exports/Imports 
. 1945 73 30 243 

t 1946 93 58 160 

) 1947 106 Tt 138 

: 1948 100 100 100 

1949 67 85 79 

) 1950 85 75 113 

1951 66 84 79 


(1) Volume index based upon the tonnage of commodity 
exports and imports, 1948 equal to 100. 


Source: IMF, International Financial Statistics, Annual 
Reports of the Central Bank. 


that this includes not merely the use of domestic factors of 

production but also the way in which foreign exchange earn- 

ings are employed, for the bulk of the growth was through 

purchases of ships from foreign shipyards. A question such 

as this is generally applicable to under-developed regions 

where the margin allowable for waste is non-existent and the 

problem of effective allocation is of the greatest significance. 

Finally, one cannot help but observe the general behavior 

of the current account. In 1948, 1949 and 1951—tthat is, in 

three of the six years under study—deficits were registered. 

This is a matter of grave consequence for a nation whose 

policies include an attempted transition from debtor position 

on international account, and pursuit of a program leading to 

a massive change in economic structure through an internally 

financed program of rapid industrial development. In an 

international economy, such as Argentina’s, pursuit of devel- 

. opment internally financed will naturally imply the need for 

a sustained high level of commodity imports, and so, if ex- 

change difficulties are to be avoided, a concomitant high level 

of exports. This will be the case quite apart from the addi- 

tional requirements associated with an external change in 
debtor-creditor relationships. 

The extent of external deterioration is suggested by the 

behavior of the current account for the respective trading 
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areas. For example, current account deficits with the free 
currency area were experienced for 1947 through 1949, and 
again in 1951. When aggregate current account has been in 
balance—1946, 1947, 1950—this has been so only because of 
a net surplus with the compensation area.'* Though in this 
way the overall current account was kept in balance, currency 
inconvertibility still prevented the application of exchange 
earnings in compensation areas to cover deficits with the free 
currency regions. Yet even surplus with the compensation 
area has been uneven, and of significant size only from 1946 
through 1948, the surplus in 1950 being quite small. Overall 
current account deficits, particularly where common to all 
currency areas, are a reflection, on the one hand, of an im- 
balance between a high level of import needs as a result of 
intensified domestic activity and, on the other, of the unhealthy 
state of those industries upon which Argentina was forced to 
rely for her foreign exchange earnings. 

Some further indication of the inability to maintain the 
country’s external position is found in Table 3, where the 
decline in the ratio of export volume to import volume is 
apparent. Assuming 1948 to represent 100 for both exports 
and imports, the divergent behavior in total commodity trade 
is apparent. With the exception of 1950, when exports turned 
fairly sharply upwards and imports were very tightly con- 
trolled, the export/import ratio has shown a steep downward 
tendency throughout the period. The consequences arising 
from this very significant decline in export quantities relative 
to import are apparent when considered first in the light of 
the transition from a debtor country, and second in terms of 
the development program. The obvious result was a drain 
in exchange reserves, and their eventual exhaustion. 

(b) Lack of Internal Advance. How can the degree of in- 
ternal change in Argentina be measured? Or, to put the 
question another way, how may we evaluate the degree of 
economic development which has occurred? What indicators 
cf economic development may we use to aid in arriving at a 
conclusion ? 


17 See footnote 3, Table 2. 
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Lack of consistent domestic development is apparent in 
three aggregate economic indicators found in Table 4: per 
capita output in constant (1950) pesos, the index of indus- 
trial production and the index of agricultural production for 
all commodities. In this Table are summarized the trends in 
each indicator. Though per capita output rose by 20 per cent 
between 1945 and 1948, it declined by 5.6 per cent between 
1948 and 1951.'* Certainly the growth in real per capita 
output between 1945 and 1948 is very impressive by any 
standard. It seems reasonable to suggest that this growth is 
related directly to the very heavy imports, particularly of 
capital equipment, in the immediate postwar period, and to 
the restoration of agricultural production to a level consid- 
2rably above the somewhat depressed wartime levels.’ It is 
apparent that in the 1948-51 period there has been a decline 
in output per capita, and only a very small increase has been 
recorded in gross output, amounting to somewhat less than 
2 per cent. 


In contrast to the gross output column the gross product 
column in Table 4 gives recognition to the effects of changes 


18 Should the analysis in this section be extended to 1952 the result 
would put Argentine development in an even more unfavorable light. 
However, 1952 has been omitted from the series owing to the effects of 
a severe drought which completely wiped out Argentina’s export surplus. 

19 In the 1946-48 period, while imports reached very high levels, capital 
goods averaged 39 per cent of total imports in constant peso terms. 
This compared with less than 15 per cent during the war and 32 per 
cent of a much smaller volume of imports during the years 1937-39. 
Cf., E/CN.12/291. Rev. 2, Economic Survey for Latin America 1951-52, 
pp. 50 and 120. In the case of agriculture, particularly cereal produc- 
tion, output was very low in the 1943-44 and 1945-46 crop years. For 
example, in the 1945-46 crop year the production of the main crops 
(wheat, corn, flax and forage crops) was but 60 per cent of the 1930-39 
average. The output of these major crops rose slightly in the 1946-47 
crop year and in both 1947-48 and 1948-49 was 50 per cent above the 
low level of 1945-46, though still somewhat below the 1930-39 average. 
IAPI, Memoria Anual 1949, p. 17. On the other hand, the industrial 
crops (peanuts, sunflower seed, sugar, tobacco, etc.) showed a steady 
increase in production under the stimulation of the wartime industrial 
expansion and the industrial development program associated with the 
First Five Year Plan. Banco Central, Memoria Anual 1949, p. 17. 
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in the terms of trade upon the size of the geographical product. 
The favorable terms of trade experienced during the early 
postwar period enabled Argentina’s capacity to import to in- 
crease from 1945 to the high levels of 1946, 1947 and 1948 
(Column 7, Table 4). Coinciding with the great improvement 
in the export/import price ratio during 1946 and 1947 was 
the somewhat larger export volume of these years. However, 
in 1948 as both export volume and the terms of trade took 
an unfavorable turn, the trend in the capacity to import was 
downward, interrupted only in 1950, when wool prices rose 
dramatically in the second half of the year, and export ton- 
nage increased over that of 1949.°° This swing in the capacity 
to import index raises an interesting question when considered 
in conjunction with the trade tonnage figures, particularly for 
exports, in Table 2. When these are taken together and 
related to government actions during the postwar period, it 
seems reasonable to surmise that reliance was being placed 
upon several factors to achieve exchange earnings commensu- 
rate with the needs created by policy objectives. First was the 
assumption that agriculture would have sufficient self-recu- 
perative powers after the war to withstand strains upon its 
ability to produce potential exportable surpluses as a result 
of projected changes in the economic structure. Associated 
with this must have been a faith in the continuance of weather 
conducive to good crop yields. A second factor was the belief 
that the terms of trade could be permanently altered in Argen- 
tina’s favor by institutional means, that is, through the intro- 
duction of a system of state trading. A third factor was the 
attempt to process to a greater degree an increasingly large 
portion of commodity exports formerly shipped abroad in their 
raw state, and thereby increase the unit value of a given 
volume of exports. Both the second and third factors would 
have the effect of enabling Argentina to secure a larger 
volume of imports for the same tonnage of exports owing to 
the relative increase in the unit prices of the latter. Given 
good weather and the maintenance of high levels of domestic 


20 The unit value of Argentina’s wool shipments to the U. S. rose from 
54¢ a lb. in the first half of 1950 to a maximum of $1.48 a lb. in the 
first half of 1951. 
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agricultural production, this approach could be pursued suc- 
cessfully as long as a sellers’ market for agricultural com- 
modities existed abroad. However, as shortages in overseas 
markets were eased with the recouping of domestic agricul- 
ture and as North American agricultural supplies became 
more readily available—through ERP—attempts to extract 
prices above the market level and to dictate the form in which 
the buyer should take exports were doomed to failure. 

An examination of the index of industrial production (man- 
ufacturing, mining, electricity and gas) indicates that signifi- 
cant gains were likewise recorded in the more immediate 
postwar period, though Table 4 suggests some levelling off 
after 1947. Between 1948 and 1951 the increase in the index 
was limited to but 3 per cent, the overall increase during this 
period being due principally to growth in the available supply 
of electricity and gas where a steady upward trend is evident 
throughout the postwar period.*! On the other hand, the index 
of manufacturing production rose by less than 2 per cent be- 
tween 1948 and 1951, having levelled off in 1947.°° These 
changes in the index of industrial production mirror the side- 
wise movement in total output between 1948 and 1951 and 
should be considered in relation to the increase of 8 per cent 
in total population during the same period. Though a small 
increase in industrial potential may have occurred, the growth 
in population was much more rapid. Effective industrial ca- 
pacity was failing to keep pace with the growth in population. 

The trend in the production of all agricultural commodities 
is one of regression rather than stagnation.** Assuming 





“1 Index numbers for the electricity and gas component are as follows: 
1945, 75.6; 1946, 83.7; 1947, 91.0; 1948, 100.0; 1949, 103.6; 1950, 111.6; 
1951, 117.5. Ministerio de Asuntos Technicos, La Actividad Industrial 
Argentina en 1951 and Sintesis Estadistica Mensual de la Republica 
Argentina. 

*2 Between 1948 and 1951 the index rose from 100.0 to 101.8. Declines 
below the 1948 base figure were recorded in 1949 and 1950. La Actividad 
Industrial Argentina en 1951. 

“3 A similar statement could be made for the production of foodstuffs 
alone. Argentina’s experience in agricultural production contrasts with 
that of other Latin American countries. For example, between 1948 and 
1951 the indexes of agricultural production for Uruguay and Brazil rose 
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1947-48 production as 100, agricultural production of all com- 
modities declined to an index of 87 during the 1950-51 crop 
year, a decline of 13 per cent.** This decline of 13 per cent 
in agricultural production coincides with a growth of 8 per 
cent in the total population. There was not merely a sharp 
drop in the per capita availability of agricultural commodities 
but also an absolute drop in the total available supply. Yet 
this aggregate index hides an important change in the com- 
position of agricultural production which has curtailed the 
country’s ability to export. Throughout the postwar period, 
including the years from 1948 to 1951, the industrial crops— 
both foodstuffs and raw materials—have shown an upward 
trend in terms of both acreage under cultivation and produc- 
tion. These crops are consumed almost entirely domestically. 
Increases in their volume of production have somewhat coun- 
teracted declines in cereal production, though insufficiently to 
prevent a general downward trend in total of agricultural 
production. The essential point is that the decline in agri- 
cultural production has been concentrated in those crops which 
in the past have provided an export surplus.” 

Still another factor affecting the ability to earn foreign 
exchange has been the tendency for domestic consumption of 
meat products to rise more rapidly than production. The 
result has been a steady fall in livestock exports from their 
postwar high in 1947, as the home market came to absorb an 
ever larger share of the total tonnage produced.** Thus, not 
only a declining agricultural production, but also changes in 
its composition which reflected the growing domestic demand 
for industrial and livestock products inevitably created a pro- 
found disturbance upon Argentina’s payments position given 


by 22 and 11 per cent, respectively, while that for Chile showed no 
change. U.N. Statistical Yearbook for 1952 and 1953. 

24 Agricultural year 1947-48 is considered as 1948 because of the time 
of harvest in the Southern Hemisphere. 

25 See the discussion of Argentine agriculture in The Economic Survey 
for Latin America 1951-52, p. 160. The industrial crops have been 
subject to neither IAPI buying nor to price control. 

26 Banco Central, Memoria Anual 1951, p. 14. The pressure of in- 
creased domestic consumption is evidenced in the inability of Argentina 
to meet her meat contract commitments to the United Kingdom. 
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the fact that some 90 per cent of the country’s exports are in 
the nature of agricultural and livestock products. 

Thus, the changing composition of a declining agricultural 
production would inevitably have a striking external effect 
upon Argentina owing to the make-up of her exports, 92 per 
cent of which are in the form of agricultural and livestock 
commodities. 

Column 10 of Table 4 gives estimates of output per worker 
(output per member of the labor force). Evident is a 22 per 
cent increase between 1945 and 1948, followed by a 4 per cent 
decline for the 1948-51 period. This decline would seem to 
reflect in good part the difficulties in obtaining the necessary 
volume of imports to permit operation at reasonably full 
capacity of the facilities built up by the wartime and postwar 
expansion.?* 

On the evidence we appear justified in concluding that the 
period has been marked by an uneven and spotty internal 
development. The question to which we must now turn is 
whether this experience may be a reflection of primarily 
internal conditions, or, whether on the contrary it arose in the 
main from pressures on the balance of payments resulting 
from unfortuitous circumstances centering around trade dis- 
location and currency inconvertibility. 


Il. Domestic Policies. During these years two factors stand 
out in the domestic economy. These were (a) the attitude 
of the government toward agriculture, (b) inflation as a means 
of promoting development and redistributing income. 

(a) Domestic Agricultural Policy. The state trading agency 
(IAPI) was the chief instrument through which government 
policy was applied to agriculture. IAPI acted as monopoly 


“7 These difficulties are further reflected in the fact that the apparent 
consumption of energy in Argentina in 1949 was 12 per cent below that 
for 1948. Consumption in 1950 was at the same level as 1948. Only in 
1951 did apparent energy consumption rise significantly above 1948 
levels. The bulk of Argentine energy sources are imported. The Eco- 
nomic Survey of Latin America 1951-52, p. 207. In the case of the 
cement industry, operation was consistently below rated capacity owing 
to shortages of fuel oil, and mechanical breakdowns. One can surmise 
that this experience was repeated in a number of industries. 
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buyer of farm produce at fixed prices and as monopoly seller 
of these products in foreign markets.** The significant feature 
of its operations was the spread between the prices paid to 
agricultural producers and the prices at which the products 
were offered to foreign buyers.*’ In that way the agency was 
able to accumulate substantial financial surpluses which were 
avowedly used to stabilize farm prices, subsidize certain food 
prices, and finance development. The Five Year Plan orig- 
inally contemplated expenditures of some 6.6 billion pesos 
and a sizable portion of this was to be raised through IAPI 
surpluses. Since the program of state trading with its reve- 
nues and expenditures is outside of the federal budget, earn- 
ings could be channeled where desired without difficulty. In 
reality, however, the surplus on IAPI operations fell far short 
of the amounts planned for expenditure under the Five Year 
Plan.*® Coincident with its role of mobilizing domestic re- 


28 At the time of its establishment in May 1946, IAPI took over many 
of the functions of several agricultural regulatory boards set up before 
and during World War II. The bulk of Argentina’s main agricultural 
export commodities were subject to IAPI export monopoly, though wool 
was excluded by government decree of September 1950. IAPI has also 
from time to time acted as an importer, as in 1946 and 1947, when the 
agency made large purchases of war surplus goods in the United States. 
In later years IAPI has confined its participation in import trade 
usually to those essential products which were difficult to obtain pri- 
vately. IAPI also acted during the period under study as financial agent 
of the Five Year Plan. It had a hand in building up the merchant 
marine, the government purchase of the Dodero shipping interests, the 
nationalization of the air transport companies and the construction of 
the gas pipeline from the Comodoro Rivadavia fields to Buenos Aires. 
Cf. IAPI, Memoria Anual 1949 and Memoria Anual 1950. 

29 For example, in January of 1951 though IAPI was asking 47 pesos 
per 100 kilogrammes for wheat in the export market, the Argentine 
farmer was receiving but 30.5 pesos per 100 kilogrammes from IAPI. 
See Business Conditions in Argentina, January 1951. The spread in 
earlier years had been even larger. 

30 For example, though in 1948 IAPI showed an operating profit of 
560.9 million pesos, a loss of 142.9 million was recorded in 1949 and 
a small profit of 47.9 million in 1950. Institute for Trade Promotion 
(IAPI), Memoria Anual 1949 and Memoria Anual 1950. Beyond 1949 
IAPI continued food subsidy payments only on flour as meat, sugar, 
milk and vegetable oils were all removed from the subsidy list. 
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sources, the agency was no doubt considered as an instrument 
for improving the terms of trade, particularly by extracting 
differentially higher prices for exports to those nations with 
an urgent demand which could not easily be met from alternate 
sources. 


For this paper the important consideration is the reaction 
of agricultural producers to IAPI operations, and particularly 
to the continued existence of the large price spread between 
the unit price offered to the domestic producer and the unit 
price asked from the foreign buyer. There can be no doubt 
of the pressure under which the producer of cereals operated 
at least up to the 1950-51 crop year. It appears that for the 
dominant crops, wheat and maize, many farmers operated 
either at a loss or a very narrow margin of profit, and as might 
be expected, such conditions led to expressions of dissatis- 
faction on behalf of Argentine producers.*! In September 
of 1949 the Congress of the Argentine Agrarian Federation 
requested the abolition of IAPI and its replacement by a joint 
private-public cooperative organization, the fixing and guar- 
antee of basic prices on grain crops in advance, and the return 
of any surplus from the operation of such a cooperative to 
the farmers.*? Though the practice of announcing advance 
guaranteed prices was introduced with the 1950-51 crop year 


31 The results of a survey by the Argentine Association of Cooperative 
Societies as reported in The Times of Argentina on August 30th, 1948, 
indicated the growers’ profits were being cut to such a fine point that 
risking capital and labor on crops was hardly worth while, especially 
in view of rising production costs and the steady decline in the peso’s 
purchasing power. It was estimated that at IAPI buying prices sale of 
a bushel of maize entailed a loss of 1.5 pesos while sale of a bushel of 
wheat yielded a profit of 2.7 pesos. The results of estimates for later 
years as found in The Review of the River Plate and Business Condi- 
tions in Argentina suggest no real improvement in this situaton until 
at least the 1950-51 crop year, if then. A still more recent comparison 
between the official price of cereals and the official cost of living index 
suggests that the purchasing power of cereals continued its downward 
trend in 1951, though at a diminishing rate, as the cost of living con- 
tinued to outrun increases in the official prices of cereals. Cf., The 
Economic Survey for Latin America 1951-52, p. 151. 


32 Review of River Plate, September 30th, 1949. 
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and though sizable increases in the level of guarantee occurred, 
the restoration of grain production was slow.** 

The effects of IAPI policy upon grain production were made 
more serious by the particular institutional arrangements and 
the physical circumstances within agriculture. Approximately 
70 per cent of the agricultural land is in holdings of 3 thou- 
sand acres or more, with the usual practice on large estates 
being for part of the estancia to be rented to tenants who 
produce grain or other crops, while the estanciero takes charge 
of livestock production on the remainder. About 80 per cent 
of the grain crops are produced by tenant farmers. In gen- 
eral, labor requirements are relatively greater in grain pro- 
duction than in raising livestock, particularly in view of the 
fact that production of the former could be regarded at best 
as semi-mechanized. A labor shortage on land devoted to 
grain production resulted from the urban migration in re- 
sponse to the inducements associated with the greater indus- 
trialization during and after World War II.** These included 
the typical advantages associated in Latin America with urban 
living, such as higher money wages, perhaps better living 
conditions, better educational facilities, improved health 
facilities, etc. The loss of farm labor would not have created 
as serious difficulties should a more mechanized agricultural 
operation have been introduced in conjunction with the urban 
migration. However, the shortage of labor occurred just at 


33 In the 1951-52 crop year, as in 1949-50, drought contributed to the 
unsatisfactory harvest yields. 

34 President Peron has stated that between 1943 and 1948, 320,000 
workers were added to industrial payrolls. U. S. Department of Com- 
merce, International Reference Service, The Economic Review of Argen- 
tina 1949. This increase amounts to 64,000 per year, or about 70 per 
cent of the estimated annual increase in the labor force during these 
years. Considering the industrial with the other non-agricultural sectors 
of the economy during these years, it appears probable that the growth 
in these sectors was sufficient to absorb the entire annual increase in 
the labor force and perhaps bid labor away from agriculture. Estimates 
of the labor force for these years are based upon projections from the 
1947 data as contained in IV Censo General de la Nacion, 1947, Resul- 
tados Generales del Censo de Poblacion, Informe D. 1, Presidencia de la 
Nacion, Ministerio de Asuntos Technicos, Direcion del Servicio Estadis- 
tico Nacional, Buenos Aires, 1951. 
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the time when wartime scarcities made additions to, or even 
replacements of, the existing stock of farm machinery im- 
possible. And in the postwar period it was not until 1950 
when the promotion of agricultural production took on greater 
significance in government thinking that a higher priority 
was assigned farm machinery imports by the exchange con- 
trol authorities. 

During the latter war years and in the postwar period, 
though aggregate agricultural production has shown a declin- 
ing trend, there has been an increase in the importance of 
stock-farming relative to agriculture proper.* As _ pointed 
out above, the shift in population from rural areas to the city 
together with the fact that stock-farming requires less labor 
per hectare than agriculture proper have been fundamental 
in accounting for the growing relative importance of stock- 
raising. Another factor has been the ease of conversion from 
grain to livestock production given the adaptability of the land 
itself and the nature of the laws applicable to tenant farmers.*° 
These physical and institutional factors have made possible 
relatively quick changes in the use of land as between live- 
stock and grains. 

Here may be the place to indicate some suggested effects 
of the IAPI policy of confiscating agricultural profits through 
price policy and transferring them to industrial development. 
By offering the farmer a low price relative to that asked his 
profits were skimmed and challenged into a use which was in 


35 E/CN.12/217 Add. 1. Recent Events and Trends in the Economy 
of Argentina, pp. 21-22. Between 1946 and 1949 The Economic Com- 
mission for Latin America estimates a decline of 17 per cent in the 
constant peso value of total agricultural and livestock production com- 
pared with a fall of 27 per cent for agriculture proper and 7 per cent 
for stock-raising. The decline in agricultural production during the 
period would have been even more severe had it not been for increased 
production of the industrial crops. 

36 The general practice has been for a maximum period of tenancy 
of five years to be terminated at the will of either landlord or tenant. 
The land in large areas shows a remarkable adaptability to the growing 
of alfalfa, and so has enabled the livestock industry to compete success- 
fully with various crops for the use of the land. 
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harmony with the general program of development. To leave 
the farmer large profits by offering him a price considerably 
above production costs would have forced the government to 
face the likelihood that the farming community would not 
release their savings in a fashion which coincided with the 
aspiration of the development program. In other words, agri- 
cultural savings would be hard to mobilize. 


At any rate, the burden of a shift in the productive struc- 
ture of the economy was placed upon the shoulders of agri- 
culture rather than being more widely distributed. In effect, 
the most productive sectors of the economy were compelled 
in this way to promote the national policy of industrialization, 
without any effort being made to improve their own level of 
technical efficiency. It must be recognized that this policy 
cannot be dismissed as economically unsound per se, for if the 
agricultural sector was permitted to employ the differential 
as it saw fit, it is entirely possible that money savings would 
be employed in outlets which were ineffective in raising the 
basic productive capacity of the country, e.g., land speculation, 
or a conspicuous level of consumption. Difficulties arose be- 
cause the sector bearing the burden of industrial development 
was the very sector of the economy relied upon to produce the 
necessary foreign exchange earnings to make rapid develop- 
ment possible and achieve the repatriation of foreign owned 
investment, and further because no plans were laid within the 
industrialization program to provide simultaneously a new 
technological base for agriculture. Agriculture reacted to this 
remaking of the economy by cultivating less and producing 
less, and so making announced objectives seemingly impossible 
of attainment. 

(b) Inflation. In the period under study there can be no 
doubt of monetary inflation. Between the end of 1945 and 
the end of 1951 domestic loans and investments expanded 
from 6.2 billion pesos to 33.8 billion pesos, or at a rate of 
13.3 per cent per annum. During the same period the money 
supply (currency — demand deposits) rose from 6.8 billion 
pesos to 29.0 billion pesos, or at the rate of 12.7 per cent per 
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annum.** These rates of growth compare with an increase 
of about 4.5 per cent per annum in output during the same 
period. As suggested earlier, the bulk of the absolute growth 
in output occurred during the immediate postwar period and 
was spurred in part by the very high level of imports, par- 
ticularly capital goods. During these years, that is 1945-1948, 
the growth in the money supply appears not to have been 
excessive when related to the expansion in output. However, 
as foreign exchange reserves dwindled and economic expan- 
sion came to a halt the money supply continued to expand, 
thus helping to create and intensify the problems of an infla- 
tion ridden economy.**® 

We may inquire as to the reasoning of the government in 
pursuing the inflationary policy. During the more imme- 
diate postwar period it seems likely that credit inflation was 
viewed as a means of promoting the very rapid industrial 
development envisioned in the First Five Year Plan. Cer- 
tainly the volume of capital investment contemplated was, 
given existing social and institutional arrangements, in excess 
of the volume of domestic savings available. Intensifying the 
significance of this imbalance was the general unwillingness 
in the earlier postwar years to seek large scale foreign invest- 
ment and, in addition, the credits extended concurrently to 


37 Banco Central Memoria Anual, 1945 to 1951, and International 
Financial Statistics. 

“8 Wor example, the 1949 Annual Report of the Central Bank com- 
mented as follows: “After the great expansion (in the money supply) 
which occurred in previous years, that growth could not be checked 
suddenly without doing irreparable damage to basic elements in the 
national economic structure and without adversely affecting business 
needs,” p. 20. Yet some indications of the results of inflation in a 
land conscious economy such as Argentina can be gleaned from the fact 
that whereas in 1947 and 1948 the interest on mortgage loans between 
private persons fluctuated at around 6 per cent annually, by 1949 and 
1950 the rate had risen to 10 per cent and, in some instances, up to 
15 per cent per annum. E/CN.12/217, Add 1., Recent Events and 
Trends in the Economy of Argentina, pp. 81-82. This gives evidence 
of the added premium put upon investment in land when inflationary 
forces are at work, and suggests land speculation rather than capital 
improvements as the prized outlet for domestic savings. 
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certain European and Latin American countries. However, 
there was a feeling that production could be increased com- 
mensurate with credit expansion.*® Since factors in the Ar- 
gentine economy were fully employed, to set in motion the 
program of development through increased industrialization 
required the further bidding away of human and capital 
resources from agricultural pursuits. To achieve this a com- 
bination of steps were taken of which the introduction of an 
inflationary credit policy was one. Others were the previously 
discussed IAPI tactic of paying a low fixed price to agricul- 
tural producers and selling abroad at prices which the traffic 
would bear. Another was the apparent preference given 
under exchange control regulations to imports of capital 
equipment and raw materials for industrial development in 
comparison to provisions for the importation of agricultural 
machinery. 

From the point of view of credit inflation and its use as a 
means of fomenting industrial development, the early steps 
were taken with the nationalization of the banking system 
in 1946. At that time deposits made with the commercial 
banks had to be transferred to the Central Bank, the latter 
remitting money for interest payable by the commercial bank 
to its depositors, the necessary till money, and paying the 
commercial banks for agency work done through reimburse- 
ment for a portion of their overhead and salary expenses. 
This influenced bank lending for since all deposits were, in 
fact, now held by the Central Bank the commercial banks 
lacked resources from which advances to customers might 


39 Note for example the statement of the President of the Central Bank 
as quoted in the 1947 Annual Report, p. 72. “In a purely agricultural 
economy, the monetary circulation is normally restricted and held so 
with only seasonal variations that depend principally on the collection 
and sale of the harvested crops. Industrial activity changes this situa- 
tion. The constant acquisition of raw materials, the fortnightly pay- 
ment of wages and their consequent expenditure, the renewal of supplies, 
such are the things done which increase the means of payment necessary 
and which influence the velocity of the circulation of money.” Implied 
is a direct relationship between credit expansion and the production on 
goods in industry. 
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be financed.*® The continuance of operations required the 
commercial banks to rediscount each loan with the Central 
Bank separately and at a rate which varied according to the 
type of security offered. In this way the Central Bank was 
in a position to use the rediscount system to influence the 
distribution of investible funds.*! It has been pointed out 
that the Central Bank could use the rediscount system to 
achieve the latter in three ways: (a) by exercising positive 
control through lowering the rediscount rate against certain 
types of loans; (b) negative control might be exercised by 
raising rates or by an outright refusal to grant rediscount 
facilities for paper arising from certain lines of business; 
(c) both positive and negative control might be used by plac- 
ing a limit upon the level of rediscounts to be made for each 
commercial bank—banks could exceed this level only by di- 
recting their lending to favored branches of the economy." 

Judging by the rate of increase in bank loans and the 
division of new loans as between various categories, it would 
appear to be the last of these weapons upon which official 
policy relied. Permission to expand lending seemingly was 
granted provided that official entities or projects contributing 
to industrial development were favored. During the period 
from the end of 1945 to the end of 1949 the rate of growth 
in loans to industry far outstripped that in those to agri- 
culture. Loans outstanding to industry increased from 488 
million pesos to 2.56 billion pesos, or by almost 524 per cent, 
between December 31st, 1945, and December 31st, 1949. In 
the same four years those to agriculture rose from 281 million 
pesos to 655 million pesos, or by somewhat less than 140 
per cent.** 


40 The commercial banks are allowed to make use of their own capital 
and surplus for lending. 

41 Previous to the reorganization of the banking system in 1946, credit 
control was exercised over the commercial banks by the usual quantita- 
tive and qualitative methods, in particular open market operations. 

42.N. A. D. Macrae, “Argentina’s Postwar Experiments: II Control 
of Banking and Finance,’”’ The Banker, May 1949, p. 127. 

43 During the same period loans of a commercial nature increased at 
a rate between that of agricultural and industrial. 
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Official lending in conjunction with the Five Year Plan also 
contributed to credit inflation. Bank lending to IAPI was 
particularly heavy from 1947 through 1949.44 In 1948 much 
of the total credit to IAPI went into the acquisition of the 
British owned railways, the construction of the gas pipeline 
from the Comodoro Rivadavia fields to Buenos Aires, the 
extension of the telephone network, the building of cereal 
and oilseed inventories and the completion of Argentine inter- 
national commitments. Some of these transactions obviously 
added to the inflationary pressures. Also in this category 
was a change in the system of mortgage lending. When the 
banking system was reorganized the Central Bank undertook 
to supply the necessary funds in this market.* In this way 
mortgage loans granted by the official banks directly increased 
the means of payment and were undoubtedly inflationary. 
Increases in the means of payment were put at the disposal of 
the construction industry in bidding for resources without 
any voluntary surrender of purchasing power by others in 
the economy. 

No discussion of domestic inflation should ignore the fact 
that the political program of the government was drawn up 
to appeal to the “descamisados,” the urban proletariat. Thus, 
this program must be viewed not simply in the limited context 
of promoting industrial development through a redistribution 
of resources away from agriculture and toward industry, but 
also as a means of improving the real incomes and living 
standards of the group upon which the Administration relied 


44 According to the 1947 Annual Report of the Central Bank (p. 70), 
this lending in 1947 was not inflationary since it was largely in the 
nature of loans for the acquisition of exchange with which to finance 
imports of capital goods. 

45 Prior to 1946 mortgage loans through the National Mortgage Bank 
were financed by mortgage deeds taken up by private persons or organi- 
zations. 1946 Annual Report of the Central Bank summed up the 
changes as follows: “In the reconstruction of the country’s banking 
system a change was made in the financial regime of mortgage trans- 
actions effected by the National Mortgage Bank and it was determined 
that the Central Bank should supply the latter with the funds necessary 
for this purpose, giving the mortgage in guarantee.” pp. 105-6. 
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heavily for support.*® Apparently the level of real wages rose 
markedly between 1946 and perhaps mid-1949, under the 
impetus of IAPI subsidization of the basic living items, heavy 
imports and controlled prices. In part this improvement rep- 
resented increases in productivity, in part urban gains at the 
expense of agriculture, in part arose from improved terms of 
trade and the diminution in foreign exchange reserves. In late 
1948 and in 1949, however, as exchange difficulties arose, and 
as agriculture reacted unfavorably to official policy and also 
underwent severe droughts, and as IAPI subsidies on most 
food items were discontinued, serious industrial unrest oc- 
curred.** In September of 1949, Decree 24.574 was issued 
forcing employers to cover approved wage increases from 
profits rather than passing them along to the consumer in 
the form of higher prices. Wage increases in some instances 
came to absorb profits entirely; in others, such as textiles, 
serious harm was done before the needed and inevitable price 
adjustments were permitted. The lack of synchronization 
between wage and price controls in industry and commerce 
suggests some attempt to maintain real wages by a redistri- 
bution from the urban entrepreneurial group toward the urban 
worker. These new wage-price increases reduced the effec- 
tiveness of the policy introduced late in 1948 of attempting 
to slow down the rate of growth in bank lending through the 
application of selective credit controls.*§ 


46 Cf., the new Federal Constitution of 1949 in which Chapter III 
stipulates the “Rights of the Worker, of the Family, of the Aged, and 
the Right to Education and Culture.” Each of these rights is described 
in considerable detail and they imply in their application a very con- 
siderable increase in the volume of state services. Also indicative of 
this is the Ministry of Information document, Peronist Doctrine, Buenos 
Aires, 1952, pp. 281-2. 

47 During late 1948 and through 1949 there was much labor strife. 
Business Conditions in Argentina, January-February 1949, April 1949, 
July-August 1949, April 1950; also U. S. Department of Commerce, 
International Reference Service, The Economic Review of Argentina 
1949. It is recorded that in October and November of 1949, some 220,000 
industrial workers were on strike for higher wages at one time or 
another. 

48 The effectiveness of the policy was also reduced by the fact that 
official loans—for the most part those to finance IAPI operations—and 
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Commencing in 1950, as greater emphasis was placed on 
agriculture, the rate of growth in agricultural lending in- 
creased, while that in industrial and commercial lending 
showed a decline. For example, between the end of 1949 and 
the end of 1951 loans outstanding to industry proper increased 
by 2.4 billion pesos, or by 93 per cent. On the other hand, 
those to agriculture rose by 1.18 billion pesos, or by 180 per 
cent. Inasmuch as loans to official entities and other types, 
such as those for trade and services, continued to increase in 
great absolute amounts during 1950 and 1951, there was no 
diminution in inflationary pressures. However, the relatively 
more rapid growth in agricultural lending when taken in rela- 
tion with the somewhat more liberal quota allotments meant 
that this sector of the economy was now in a better position 
to compete for available economic resources. 

lll. External Economic Relations. Let us turn to the ways 
in which Argentina has sought to adjust itself in a world of 
inconvertible currencies and bilateralism whilst pursuing the 
basic objectives of industrial development and the repatriation 
of foreign held debt. 


These are matters of great import for they help us assess 
the extent to which any peripheral country is placed in a 
position of external economic jeopardy owing to disorgani- 
zation in the foreign economic relations of the industrialized 
center countries. Perhaps the pursuit of any development 
program, under which the material resources utilized are not 
limited exclusively to those contained within its own political 
boundaries, involves severe difficulties for a country. And this 
could be inevitable no matter how well thought out the devel- 
opment program. To date the domestic factors contributing 
to Argentina’s difficulties have been suggested. Yet before 
one can take the position that “internal” rather than “balance 


other special loans such as those to meet seasonal requirements of pro- 
duction and of distribution, the needs of public utilities, etc., were 
exempt from the credit tightening. Banco Central, Memoria Anucl 
1949, p. 56. It is worth noting that up to 1950 and 1951 increases in 
official loans had been in the neighborhood of 50 per cent of the total 
annual increase in the means of payment. 
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of payments” factors explain the deterioration in the country’s 
balance of payments position, it must be examined critically 
in the light of external circumstances. 

Foreign Lending in the Transition to a Creditor Country. 
The end of World War II through mid-1948 marked a transi- 
tion in the debtor-creditor relationship of Argentina. It is 
apparent from Table 2 that the repatriation of foreign held 
debt was concentrated during these years, and some of its 
details were considered in Section I. At the same time IAPI 
was busy extending short and intermediate term credits to a 
number of European and Latin American countries. Let us 
turn for a moment to these foreign lending operations. Until 
1948 most of the bilateral agreements negotiated by Argentina 
provided for extension of credit to the foreign country.* 
Now, of course, such agreements were also made to facilitate 
the disposal of Argentine exports in specified quantities and 
to assure a supply of the various essential raw materials and 
capital goods obtainable in partner countries. This latter is 
evident from the 1948 Annual Report of the Industrial Credit 
Bank which comments as follows: 


“cc 


... the signing of the numerous agreements during the 
year 1947 with other nations of the Old and New Worlds 
which will permit, through the granting of important 
credits for the purchases of our products, advantageous 
outlets for our production and which will ensure at the same 
time supplies of articles of vital necessity to the country.’’*° 


The extension of credits was virtually discontinued after 
1947, the only exceptions being the extension of a new revolv- 
ing credit to Finland in 1948 and some additional credits to 
Bolivia.*' But by 1949 it appears that the emphasis had 
shifted completely to husband remaining foreign exchange 
reserves by striking a balance between exportable surplus 


49U. S. Department of Commerce, International Reference Service, 
The Economic Review of Argentina, 1947, and The Economic Review of 
Argentina, 1948. Also Banco Central, Memoria Anual for 1946 and 1947. 

50 p. 13. 

51 Banco Central, Memoria Anual 1948, pp. 49-50, and Memoria Anual 
1951, p. 34. The 1951 credit to Bolivia was 100 million pesos for the 
years 1952-1956. 
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and those imports facilitating projected changes in the eco- 
nomic structure. The pressure of events as recorded in the 
precipitate drop in gold and foreign exchange holdings during 
1947 and 1948 was responsible for this change in policy. 
How large and to whom were the extensions of credit in 
these years? Commitments made by Argentina in the period 
between V-J Day and 1948—apart from payments agreements 
with Belgium, Hungary, Czechoslovakia, Switzerland, Brazil 
and Japan which apparently provided mutual overdraft facili- 
ties—amounted to some 3,355 million pesos. The countries 
to whom credits were extended and the amounts were as 


follows: 
Amount Amount 





Country (millions of pesos) Country (niillions of pesos) 
Bolivia 750 Netherlands 125 

Chile 700 Rumania 75 

Italy 700 Finland 55 
France 600 

Spain 350 Total 3,355 


Of this total some 40 per cent was allocated to the two neigh- 
boring countries of Chile and Bolivia. Of the extensions to 
the European countries, those to Italy, France and Spain were 
by far the most significant. It should be pointed out that the 
credits were tied, for they were granted to settle transactions 
with Argentina, and could then be utilized only if the latter’s 
exports were available in sufficient quantity—meaning, in 
effect, if they could not be sold for hard currency. 

It is a bit of a problem to ascertain what portion of the 
credits were actually drawn down. As far as the larger grants 
are concerned, the one to France was virtually fully used, for 
at the end of 1948 the latter had an adverse clearing account 
balance of 571 million pesos. Total credit given Italy reached 
467 million pesos in 1948, but this was reduced rapidly there- 
after, until by 1949 Argentina was quite heavily in arrears to 
its former debtor. Little information is available on Spanish 
credits after 1948 when the clearing account balance in favor 
of Argentina amounted to 458.9 million pesos. It seems prob- 
able that this balance is still outstanding, though in March 
of 1949 a protocol to the original Franco-Peron Agreement 
was signed by which it was agreed that steps would be taken 
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in the ensuing eighteen months to insure no undue accumula- 
tion of peseta balances would occur. 

With respect to those granted Latin American countries, 
that to Chile was not ratified by the Chilean Congress. Even 
so, some 75.6 million pesos of clearing account credit has 
been extended to Chile before the rejection occurred. Of the 
actual amounts expended in the form of aid to Bolivia little 
is known. There is no question that Peron sought closer rela- 
tions with his neighbors through such agreements, and it has 
been argued that a definite pattern of coercion is recognizable 
in this policy as manifested in the arrangements with Bolivia 
and Chile.°* To cover an adverse Bolivian balance antici- 
pated by the establishment of a customs union, there was 
granted a revolving credit of 50 million pesos at 314 per cent 
per annum available for five years. It was agreed to con- 
tribute 100 million pesos to the capital of a joint Argentine- 
Bolivian Corporation formed to encourage Bolivian economic 
development and the export of raw materials to Argentina. 
It was also proposed that Bolivia float an Argentine loan of 
600 million pesos to aid in carrying out a plan of public works. 
In general it appears reasonable to believe that the arrange- 
ments with Bolivia and Chile sought not only an expansion of 
intra-continental trade in the southern area, but also to tie 
Bolivia and Chile more closely to the Argentine economy. As 
major producers of certain raw materials important in the 
development program a steady source of supply would be 
assured, thus limiting slowdowns owing to material shortages. 

Why the extension of credits to Europe? Were it not for 
Spain, one would almost be tempted to say that the object was 
to secure markets for exports in countries which in time would 
be able to provide many of the essentials for development. 
A pattern emerged of selling to areas where could be bought 
the coal, iron, machinery and vehicles that were desired. This 
is so in the case of the postwar agreements so soon negotiated 
with Switzerland, Belgium and Sweden. On the other hand, 
these arrangements gave business to the new merchant ma- 


52 Cf., Olive Holmes, Peron’s Greater Argentina and the United States, 
Foreign Policy Report, December 1, 1948. 
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rine, procured technical aid and immigrants. There was here 
an effort to make the most advantageous possible use of 
bilateral agreements in a world of inconvertible currencies. 
Yet it may be that pursuit of short run advantage in these 
agreements created an ill-will toward Argentina that was 
manifested in a much less stable long run demand for her 
products. For example, pre-European Recovery Program 
sales of grain by Argentina were at prices considerably above 
the international level as a result of these bilateral arrange- 
ments. Though payment was taken in the form of soft cur- 
rencies, or in future drawing rights on soft currencies, consid- 
erable criticism arose from such tactics. At best they were an 
unscphisticated effort to improve the terms of trade.** 

Relations with the Compensation Area After 1948. From 
1949 through 1951 agreements were negotiated with West 
Germany, Bulgaria, Colombia, Occupied Japan, Norway, 
Paraguay, Austria, Israel, and Chile.*4 The objective of di- 
recting trade, particularly imports, away from hard currency 
and toward soft currency areas is quite apparent. To balance 
dollar trade by reducing imports and finding alternative 
sources in soft currency areas, while maintaining exports to 
both hard and soft currency areas was the apparent objective. 

The emphasis in agreements after late 1948 is well sum- 
marized as follows: 

ny the majority of these agreements arrange for the 
granting of reciprocal credits for stipulated imports or 
enlarge the accords of former years. At the same time 
they allow for the cancellation of final balances in mer- 
chandise, gold, or freely disposable exchange.’’*™ 





53 Such tactics may in part be responsible for the fact that Argentina 
did not benefit under the off-shore purchase provisions of the European 
Recovery Program in anything like the degree which at first had been 
anticipated. 

°*4 By the end of 1948 trade and payment agreements had been nego- 
tiated with Belgium, Yugoslavia, Hungary, Uruguay, Sweden, Brazil, 
Denmark, Poland and Rumania. 

» Banco Central, Memoria Anual 1950, p. 39. Contrast this emphasis 
on a balanced trade with that in earlier years upon the granting of 
foreign credit as a means of finding an advantageous outlet for export- 
able surpluses. 
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In view of this emphasis upon bilateral balancing, the results 
actually achieved in Argentine trade with France and Italy is 
very instructive. As indicated previously, large credits were 
granted to both. Yet in this period they were not merely 
fully repaid but actually these nations became creditors of 
Argentina as both became large suppliers of the Argentine 
market, Italy occupying first place in 1949 and France second 
place in 1950 and 1951. At the end of 1951, France and Italy 
had credit balances with Argentina of 139.5 and 355.9 million 
pesos, respectively. They emerged as leading exporters be- 
cause the need for supplies associated with the change in 
economic structure had to be satisfied lest there be collapse. 
Imports were limited by the shortage of hard currency, but 
where soft currency countries were themselves willing to offer 
credit facilities, or the right to make use of previously accu- 
mulated credit balances, then their relative share of the Argen- 
tine market increased significantly. It was a matter of getting 
the goods from whomever would release them; in this instance 
the industrialized soft currency countries acquiesced and they 
offered to Argentina a reasonably attractive alternative source 
of supply. These developments are manifested in the narrow- 
ing gap between exports to and imports from the compensation 
area that was mentioned in discussing Table 2. Generally 
what is evident is a pressure for a larger volume of imports 
matched with an inability to make payment out of current 
earnings as both export volume and the terms of trade took 
unfavorable turns. This growing imbalance which, as time 
passed, was extending even to the compensation area is sig- 
nificant in assessing the role played by “‘balance of payments” 
factors in creating Argentina’s problems. 

Relations with the United States and the United Kingdom. 
The immediate postwar period was characterized by a stag- 
gering deficit in Argentina’s trade balance with the U.S. Of 
course, this deficit in trade with the dollar area was associated 
with the repatriation of capital and with a sizable export 
balance to the sterling and compensation areas. This deficit 
in Argentine trade with the United States led to an accumu- 
lation of dollar arrears that became large enough to cause 
concern in 1949. It eventually resulted in the $125 million 
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Export-Import Bank credit of May 1950 for the purpose of 
cancelling these obligations; some $92 million of the credit 
was used. 

Before World War II Argentina generally had a deficit in 
its current account balance with the United States. It is 
understandable that this could be expected to continue after 
the war, at least for the first few years, as the demand for 
American imports was very high, especially in the light of 
the industrial development program. Yet it must be admitted 
that in making any attempt to boost dollar earnings Argen- 
tine official policy has been rather shortsighted, in a number 
of instances.*® 

Postwar Argentine-U. K. negotiations have been almost 
continuous and very complex. The immediate postwar rela- 
tionship between Britain and Argentina was concerned 
mainly with arrangements first, for the repatriation of the 
British owned railways, and second, for the resumption of 
the meat trade.**’ After 1948 the agreements were dominated 
by bargaining over the price of meat and the type of goods 
which the U. K. would be willing to supply Argentina in 
exchange, the basic bargain being meat for fuel, including 


56 Perhaps fiax is the outstanding case in point. Before World War II 
virtually the entire needs of the American market were met by imports 
from Argentina. However, during the war the United States undertook 
a program with the object of making itself self-sufficient in flaxseed 
and linseed oil. In the execution of this program the domestic crushing 
industry adjusted its facilities to the conversion of domestic flaxseed 
into linseed oil. As a result of this wartime program and its con- 
tinuation in the immediate postwar period the American price without 
duty reached a level competitive with that in Buenos Aires. The Ameri- 
can drive to self-sufficiency was given impetus by Argentine Government 
policies. For example, flax export prices were boosted by IAPI at just 
the time when importing countries were seeking other suppliers or were 
seeking to develop domestic production. Further, the total ban by 
Argentina on the export of flaxseed between 1947 and 1949 with the 
object of increasing sales of linseed oil simply encouraged foreign 
buyers to seek elsewhere for the raw material. E/CN.12/226 (E. 3519) 
The United States’ Capacity to Absorb Latin American Products, p. 105. 

°T See the issues of The Economist for this period. Much of the com- 
mentary therein on Argentine questions is concerned with the terms of 
repurchase of the rails. 
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both coal and petroleum. The general picture which emerges 
during these later years is one of Argentine inability—in- 
ability seems a better term than reluctance—to supply the 
U. K. with the volume of meat shipments contracted for. 
This falling off in Argentine meat shipments to the U. K. was 
coupled with the unwillingness of the exchange control 
authorities to grant exchange for the purchase of “non- 
essential” export commodities from Britain. The pattern in 
the annual agreements was to stipulate that “non-essential” 
items would be imported up to a certain value. However, it 
appears that reasonable stability in the U. K.-Argentine pay- 
ments account was maintained only by refusing exchange 
for the purchase of the so-called “non-essentials.” In reality, 
difficulties in meeting the minimum volume of meat ship- 
ments meant that limitations on the essential fuel imports 
were necessary quite apart from the refusal to purchase the 
“‘non-essentials.”’*8 

Thus, as in the case of trade with other compensation 
countries and with the dollar areas, Argentina found herself 
hard put to it to maintain trade with the United Kingdom 
at a balanced level; in fact, managed to do so only by refusing 
“non-essential” and at times even a portion of ‘essential’ 
imports. The sharp decline in coal imports during 1949 
and 1950 is suggestive of the difficulty in achieving balance 
between even exports and essential imports. 


Conclusion. In the opinion of the author the available 
evidence suggests that Argentina’s balance of payments diffi- 
culties in the postwar years through 1951 arose primarily from 
internal factors. It is impossible to by-pass the very serious 
effects upon agricultural production of the policy of credit 


°S For example, the 1949 agreement stipulated an Argentine shipment 
of 409,000 tons of carcass meat for the 1949-50 year. In fact Argentina 
was able to deliver only some 300,000 tons. Total meat carcass ship- 
ments from Argentina declined consistently from 687 thousand tons in 
1947 to 293 thousand tons in 1951. The figures for 1950 and 1951 are 
low in part owing to the embargo on meat shipments to the U. K. pend- 
ing the outcome of contract negotiations. However, there can be no 
doubt of a decline in the exportable surplus of meat carcass shipments 
in 1951 to about 45 per cent of the 1937-39 average in volume. Figures 
from Sintesis Estadistica Mensual de la Republica Argentina. 
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inflation, and of the pricing policies followed by IAPI. Agri- 
culture reacted to the burdens imposed upon it via a lower 
overall level of agricultural production and a consequent re- 
duction in the ability of Argentina to import. Perhaps it was 
not unfair or unreasonable to ask the most productive sector 
of the economy to share in changing the economic structure. 
But certainly more. satisfactory results could have been 
achieved by adopting a less arbitrary policy, by choosing a 
rate of change more possible of attainment, and by selecting 
objectives more consistent with a reasonably economic use of 
available resources. Above all, there was no effective recog- 
nition given to the fact that a balanced type of industrial 
development means that technological changes and capital 
improvements must take place not only in the industrial sector 
of the economy but in agriculture as well. Their slow and 
steady diffusion in one area must go hand in hand with diffu- 
sion in the other. Development policy lacked balance and 
perspective. 

The attempt to promote rapid industrial development via 
inflation seems particularly unfortunate. There appear to 
have been certain fundamental factors militating against the 
success of such a policy in Argentina. These were: (a) The 
unwillingness of agriculture to acquiesce in the inflationary 
policy. (b) In Argentina the tradition of investment in the 
land has been much stronger than the tradition of productive 
investment. Inflation gives added incentive to investment in 
the land, but the emphasis should be the other way in view of 
the great prestige which has always been attached to land 
ownership. (c) If inflation were to be successful it would 
necessitate responsible decisions by the entrepreneurial classes, 
such decisions implying the ready availability of technical 
knowledge. A responsible entrepreneurial group with a tra- 
dition for productive investment and a large body of technical 
knowledge are fundamental factors in making possible the 
type of selective investment decisions through which produc- 
tive capacity can be increased. Neither of these conditions 
is met in Argentina. 

Argentina’s payments problems have not arisen from diffi- 
culties occasioned by currency inconvertibility. Rather they 
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are associated in part with a decline in the volume of goods 
available for export, the effects of which were postponed for 
a time after the end of World War II by a short-run shift in 
the terms of trade which was highly favorable to Argentina. 
In part they arose from an unwise policy decision to utilize 
a cushion of foreign exchange reserves to restore to Argentine 
ownership a number of foreign owned utility installations, 
and foreign held public debt. Since rapid industrialization 
was also an objective of policy, this reserve could well have 
been more advantageously employed. To launch a sustained 
program of rapid industrial development—implying, as it does, 
a shift in the economic structure of the country—and to carry 
through forced transition in debtor-creditor position on inter- 
national account within the same short space of time, was 
frankly beyond the resources of the country. 
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Diplomatic Relations Between 
the United States and Argentina 


By HARRIS G. WARREN * 


Rivalry between the United States and Argentina for 
leadership in the Americas has been an almost constant factor 
for many decades. The numerous incidents in this long con- 
flict need not be related in detail, but the student of United 
States diplomacy is well aware that cooperation between 
Argentina and the United States has been notably lacking. In 
this contest for influence, many Argentines carefully nurtured 
their resentment toward the United States as the symbol of 
their accumulated frustrations. The colonial economic status 
of Latin America gave rise to the charge of imperialism. 
Although United States investments in Argentina were far 
behind those of Great Britain, the cry of imperialism served 
as a standard around which to rally anti-United States senti- 
ment in Latin America. United States or European economic 
influence, wherever it exists in Latin America, is considered 
a hindrance to Argentine influence, an obstacle to be sur- 
mounted by every possible device. 

In the race for Latin American—at least South American— 
diplomatic leadership before 1933, Argentina had made con- 
siderable gains which were threatened by the Good Neighbor 
policy under the guidance of Sumner Welles. Argentina had 
championed the concept of Americanismo which excluded the 
United States. Brazil, Mexico, and other countries reacted 
favorably to the new United States policy, thus threatening 
Argentine gains. Argentina before Pear] Harbor resisted the 
program of hemisphere defense which endangered her military 
leadership, and signed various agreements with the greatest 
reluctance. Her blatant pro-Axis stand during World War II 
further emphasized the widening breach between Argentine 


* Professor of History, University of Mississippi. This article is a 
revision of a paper read at the Spring meeting of the Mississippi Valley 
Historical Association at Madison, Wisconsin. 
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and United States objectives. Having alienated her sister 
republics, Argentina feigned repentance in order to gain 
entrance to the Chapultepec and San Francisco conferences 
in 1945. Restored to the Inter-American system, the wayward 
republic under the guidance of Juan Domingo Perén promptly 
proceeded to violate obligations freely undertaken. 

The rise of totalitarianism in Argentina was challenged by 
Spruille Braden in 1945 and 1946, first as United States Am- 
bassador and then as Assistant Secretary of State. Braden’s 
efforts to support Per6én’s enemies culminated in the “Blue 
Book” of February 12, 1946, which demonstrated a singular 
lack of diplomatic coordination since the Braden policy had 
already been repudiated by the Department of State at Chapul- 
tepec and San Francisco. United States policy veered quickly. 
A Department of State memorandum on April 1, 1946, dis- 
claimed any unfriendly feelings toward Argentina, and a few 
days later George S. Messersmith, a veteran diplomat, was 
confirmed as Braden’s successor in Buenos Aires. The well- 
known Messersmith-Braden feud lasted until both resigned 
in June, 1947; but relations with Argentina had so improved 
that when Messersmith left Buenos Aires, “Perén stood on the 
freezing pier and waved until the ship was out of sight.” 

The desire of United States military officials to obtain a 
hemisphere mutual defense treaty was an important factor 
in the policy of conciliation. This treaty was considered so 
important that Perén’s totalitarianism, his pressures on neigh- 
boring countries, his threat to “gain dominance over the entire 
South American continent,” were ignored. There were mixed 
reactions in Latin America to this conciliatory policy. Relief 
that the Argentine-United States quarrel was over mingled 
with fear that Perén might obtain military aid to consolidate 
his totalitarian regime. Although the Inter-American Con- 
ference for the Maintenance of Continental Peace and Se- 
curity, which met at Rio de Janeiro in August, 1947, produced 
a Treaty of Reciprocal Assistance, none but the most naive 
expected Perén to abandon his major objectives or to cooperate 
with other American republics in the Cold War. For the sake 
of appearances, the United States had surrendered in large 
degree its moral leadership of the hemisphere. 
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The conciliatory policy of 1947 brought few concrete results 
as Argentina recklessly pursued its five-year plan announced 
in 1946. As Messersmith’s successor, President Truman nom- 
inated James Bruce, an executive of the National Dairy 
Products Company, and sent him to Argentina with instruc- 
tions to “make friends with those people.” In spite of Bruce’s 
efforts to promote private trade, Argentine economic difficul- 
ties multiplied so rapidly that by April, 1948, Perén stopped 
foreign exchange payments with more than $250,000,000 owed 
to United States exporters and investors. For a time rela- 
tions between the United States and Argentina “took on the 
aspects of small-scale economic warfare.” Argentine sur- 
pluses piled up as Per6én’s prices continued to prevent ECA 
purchases. With economic disaster looming, Perén adopted 
a new tack. He instructed Jerénimo Remorino, Ambassador 
in the United States, to propose establishment of a joint com- 
mittee to study ways to increase trade. Partly as a result of 
this overture, a Joint United States-Argentine Committee on 
Commercial Studies came into being and worked on the eco- 
nomic problem from September to December, 1949. Trade be- 
tween the two countries increased until in February, 1950, 
Argentina’s debit position with the United States had been 
reduced to $120,000,000. Neither the United States nor Perén 
dared move too rapidly along the road to appeasement, but 
Bruce’s successor in Buenos Aires continued the salesman’s 
approach. 

Stanton Griffis arrived in the “Paris of South America” 
late in 1949. His transfer from Egypt to Argentina was 
hardly less illogical than it may seem at first glance. He knew 
little if anything about South America and certainly not much 
more about Argentina. With supreme confidence, Griffis be- 
lieved that “business ambassadors” are better than career 
men because “they are better organizers, more apt to make 
friends and better able to coordinate an organization. The 
danger of the career man, of course, is that he has been trained 
for years with super-caution and the idea that if he never does 
anything he will never do anything wrong.” Griffis, at least, 
did something. Believing that a profitable trade was “more 
important than all the good-neighbor talk in the world,” he set 
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out to “find virtue in Peronismo,” and to persuade correspond- 
ents to be more kind in their news stories. 

Some hopeful observers thought that a new era in relations 
with Argentina was about to come as all signs pointed toward 
extension of a credit by the United States which might be 
followed by Argentine ratification of the Mutual Defense 
Treaty signed at Rio de Janeiro in 1947. Assistant Secretary 
Edward G. Miller, Jr., explored the field further in conferences 
with Argentine officials at Buenos Aires in February, 1950. 
Peron and his advisers promised ratification of the Rio pact 
and relaxation of the drive against foreign capital. When 
Minister of Finance Ramén Antonio Cereijo flew to Wash- 
ington in March to attend a meeting of the Inter-American 
Economic and Social Council, gossip in Buenos Aires insisted 
that he was going to seek a loan. The gossip was correct and 
probably somewhat maliciously hopeful in view of Perén’s 
solemn assurance that he would cut off his right arm before 
asking the United States for a loan. 

The Department of State met stubborn opposition to grant- 
ing to Argentina any kind of loan—or credit, as Perén pre- 
ferred to call it in order to save his arm from amputation. 
Officials in many agencies, including ECA, the Export-Import 
Bank, the Department of Commerce, and the Department of 
the Treasury, opposed the loan, seeing no reason why the 
United States should reward notorious sabotage of its hem- 
isphere policy or ask taxpayers to bail out unwise exporters 
and bankers. There is no reason to doubt that United States 
exporters and military officials exerted pressure on the De- 
partment of State to obtain its support for the controversial 
credit of $125,000,000 which was announced on May 17, 1950. 
In defending the credit, departmental spokesmen emphasized 
the need for keeping Argentina within the Inter-American 
system, and the “free exchange of people and ideas and goods” 
to “forge the bonds of friendship and respect that give sub- 
stance to acts of state.” 

Stanton Griffis had indeed done good work for the impru- 
dent exporters and the credit of May 17 was one of his con- 
tributions to improving our relations with Argentina, but the 
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effort failed to have any lasting results. The whole trans- 
action, some well-informed critics charged, was unsound and 
accompanied by no genuine concessions to American capital 
in Argentina. Small comfort could be taken from the belief 
that the Americas were close to being united in the crisis pre- 
cipitated by the North Korean invasion of June 25, 1950. 

The new rapprochement between Argentina and the United 
States met with less than enthusiasm in parts of Latin 
America. In Argentina, Radicals in the Congress criticized 
Perén’s promise to ratify the Rio pact as a capitulation to 
Yankee imperialism. Many Brazilians resented the loan and 
the Department of State was required to soothe feelings in our 
most steadfast Latin-American friend. In a broadcast from 
Havana in May, the noted historian, Dr. Herminio Portell 
Vila, bitterly denounced the United States action. Liberals 
throughout the Americas failed to find in the Argentine record 
any real justification for this financial concession. Argentina 
did, indeed, deposit its ratification of the Rio pact on August 
21, 1950, and Perén indicated full accord with the Uniied 
Nations’ decision to resist in Korea and cooperation with the 
United Nations’ technical assistance program. 

The honeymoon period of early 1950 soon came to an end. 
Stanton Griffis, who returned to the United States in Sep- 
tember, resigned on November 17. As his successor, President 
Truman named Ellsworth Bunker, former chairman of the 
board of the National Sugar Refining Company, who pre- 
sented his credentials to Perén on May 8, 1951. This was the 
third “business” ambassador in succession, the third in three 
years, who went to Argentina with even less than a rudimen- 
tary knowledge of the republic. Quite in contrast was the 
Perén appointment when he recalled Remorino and sent Dr. 
Hipdélito Jesus Paz as ambassador in August. It was by no 
means the fault of these new representatives that the honey- 
moon ended. 

Per6én’s totalitarianism demanded a subservient press, one 
that would fill columns with praise for the dictatorship. 
Newspapers that dared print the truth, foreign correspond- 
ents who dared to report the facts, and United States papers 
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that published criticisms of the dictatorship, incurred the 
despot’s wrath. A variety of measures could be taken against 
the domestic press, correspondents could be harassed and even 
jailed, unwelcome foreign publications could be banned from 
the country. These measures had aroused Spruille Braden to 
vigorous protest. While he was in Buenos Aires, the press 
corps of foreign correspondents enjoyed strong support from 
the American Embassy. George Messersmith began to curry 
favor with the regime. He matched an ostentatious cordiality 
toward the Peroéns with an effort to silence such reporters as 
Virginia Prewett who insisted on honest coverage of the Ar- 
gentine scene. Miss Prewett and others defied the ambassador 
in his amazing effort to cooperate with Peronista censorship. 
The late Guy Ray, counselor of the Embassy under James 
Bruce, has been charged with attempting to persuade corre- 
spondents to be nice to Perén; but Bruce insists that his rela- 
tions with the press were cordial and its members “did a truly 
admirable job in reporting the facts as they saw them.” 
Stanton Griffis, who followed Bruce, grumbled about reporters 
who played up what he considered bad things in the news, 
thus nullifying diplomatic efforts to win Peronista friends. 
The Griffis charm and powers of persuasion were not enough 
to save La Prensa; nor did the ambassador, whose major pur- 
pose was to make friends with a country opposed to Com- 
munism, see any reason to campaign for freedom of the 
Argentine press. In one respect Griffis was right: American 
correspondents and American condemnation would not change 
matters much. 

Throughout 1950, Peron increased his pressure on La Prensa 
and La Nacién; as the pressure increased, so did American 
criticism. The long-expected blow fell on January 26, 1951. 
Perén had been having trouble with the railway workers and 
La Prensa published the truth about their strike. The ridicu- 
lous demands of the newspaper vendors, serving as Perén’s 
puppets, closed the paper. As United States criticism mount- 
ed, Perén unleashed a virulent propaganda attack, boldly 
denounced American leadership as irresponsible, repeated his 
refusal to send troops out of the country, and effectively 
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nullified his ratification of the Rio pact. The fate of La 
Prensa was no worse than what befell many other Argentine 
publications. When El Intransigente was closed in 1949 and 
its editor jailed, there was no particular furor in the press 
of other American nations. But La Prensa, one of the world’s 
great newspapers, enjoyed an esteem incomparably greater 
than that of El Intransigente. It was a symbol, a beacon upon 
which the eyes of free men were fixed. So long as La Prensa 
continued publication, there was hope for democracy in Argen- 
tina. When that light was smothered, the hope died. 

The flood of protests in newspapers throughout the Amer- 
icas denounced Peron in strong language. Latin-American 
governments, for reasons not connected with Argentina’s 
claim to have developed an atomic bomb, hesitated to criticize 
Perén. Brazil had no desire to appear tied to the United 
States; Chile needed Argentine trade and feared Argentine 
power; Uruguay was particularly vulnerable; Paraguay was 
a satellite; Bolivia’s Paz Estenssoro could hardly bite a friend; 
and Peru’s Manuel Odria, a bit of a dictator himself, also had 
closed hostile newspapers. Moreover, the United States offi- 
cially made no move to crack down on Perén. The new 
ambassador had not reached his post and the Department of 
State wanted nothing to interfere with the Fourth Conference 
of Foreign Ministers due to meet at Washington in March. 
Peron, indeed, should have been surprised by any other course 
in view of the numerous assurances that Argentina was indis- 
pensable in the united front against Communism. 

The Department of State was not without a voice to con- 
demn the Argentine action. Edward G. Miller, Jr., was in 
Montevideo to attend the inauguration of Andrés Martinez 
Trueba when the violence of February 27 occurred. On the 
next day, be it forever to his credit, the worried Assistant 
Secretary effectively closed the Truman efforts “to make 
friends with those people” when he said: “... in a govern- 
ment whose policies are so circumscribed by the effect of 
public opinion as in the case of the United States Govern- 
ment, the impact of the closing of La Prensa and the attacks 
against employees has been so great as to raise serious doubts 
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as to the ability of the United States Government to continue 
its positive efforts in the implementation of a policy of will- 
ingness to meet the Argentines halfway in international rela- 
tions.” When Miller crossed over to Buenos Aires, he found 
the atmosphere somewhat frigid. His warning to Perén, that 
public opinion in the United States against dictators made 
economic cooperation difficult, met with little response from 
Argentine officials. Competent observers believed that rela- 
tions between the United States and Argentina were at a new 
four-year low as Miller left Buenos Aires “looking grim, dis- 
couraged and not a little disgusted.” Hopes for more coopera- 
tion from Argentina in the Inter-American system were 
blasted by the closing of La Prensa, and Department of State 
officials were indignant that Perén should have taken such a 
step on the eve of the foreign ministers conference. 

The major purpose in calling this conference was to align 
the Organization of American States behind the fight against 
Communism, to devise “coordination of the common effort to 
meet the Communist threat.” To achieve this objective, the 
conference considered means of strengthening political and 
military cooperation, tightening internal security, and pro- 
viding emergency economic cooperation. Argentine coopera- 
tion in these goals could not be expected. 

Argentine delegates to the Meeting of Consultation of 
Ministers of Foreign Affairs seemed oblivious to the furor 
over La Prensa, secure in the knowledge that no one would 
bring the matter before the conference and confident that the 
United States would not attempt to exert pressure for fear of 
destroying the appearance of unanimity. There was no en- 
thusiasm among Latin-American delegations for providing 
genuine military aid in Korea; Latin-American republics had 
been cool toward the United Nations “Uniting for Peace’”’ 
resolution of November 3, 1950, which called for the main- 
tenance of military units to be available to the United Nations 
for resisting aggression. Article II in the Final Act recom- 
mended that each republic “should give particular attention 
to the development and maintenance of elements within its 
national armed forces so trained, organized and equipped that 
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they could, in accordance with its constitutional norms, and 
to the full extent that, in its judgment, its capabilities permit, 
promptly be made available, (1) for the defense of the Hem- 
isphere, and (2) for service as United Nations unit or units, 
in accordance with the “Uniting for Peace” resolution. There 
is no commitment in such a resolution, nor did the nice words 
about cooperation against aggression, maintenance of soli- 
darity, and “respect for the fundamental freedoms of man 
and the principles of social justice,”’ mean anything to the 
Argentine signers. 

Unable to obtain more than lip service for its objectives, 
the United States had to be satisfied with the appearance 
rather than the reality of unanimity. It may be that our 
delegation, egged on by military personnel anxious to con- 
struct a paper wall around the Americas, cringed before 
Argentine belligerence. Perén, in his ruthless extinction of 
liberty, had rudely broken unequivocal commitments signed 
at Chapultepec, San Francisco, and Bogota. Instead of pre- 
cipitating an accounting that might have split the Organiza- 
tion of American States, the United States welcomed the 
Argentine welchers to affix their worthless signatures to still 
more documents. 

The honeymoon attempted by Messersmith, Bruce, and 
Griffis definitely ended early in 1951 and the “‘cool-but-correct” 
policy was initiated. After the resignation of Griffis on No- 
vember 17, 1950, the United States had no ambassador in 
Buenos Aires until Ellsworth Bunker presented his credentials 
on May 8, 1951. In the meantime, the controversy over Gen- 
eral Douglas MacArthur came to a head and the United States 
was too concerned with more vital matters to worry much 
about Argentina—but La Prensa would not be forgotten. 

Friendly relations between the two countries after the For- 
eign Ministers’ Conference were made extremely difficult by 
the intensification of anti-United States propaganda. The 
Argentine economic difficulties, plots, and presidential election 
of 1951 offered unusual opportunities for propaganda. Writ- 
ing as “Descartes,” Perén charged the United States with 
fantastic plots against his country. Every bomb that ex- 
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ploded, every plot against the regime, was another example 
of Yankee interference. When United States publishers 
refused to issue Eva Perén’s La Razén de Mi Vida, the CGT 
held a mass meeting of protest. When Dean Acheson was in 
Rio de Janeiro on July 4, 1952, asserting the need for hem- 
isphere unity to fight Communism, more than 50,000 Pero- 
nistas met in Luna Park Stadium in Buenos Aires to express 
their hatred for the United States. José Espejo told the 
crowd that the “hungry wolves of Yankee imperialism had 
attempted to prevent the American workers from learning 
about the reality of Argentina’s happiness and abundance by 
reading La Razén de Mi Vida.” 

There is reason to believe that Perén, tired of the ‘‘cool- 
but-correct” policy begun by the United States in 1951, was 
anxious to improve relations for economic reasons. As the 
unfavorable trade balance with the United States mounted 
in 1952, the dictator made tentative overtures matched by 
the customary propaganda line for home consumption. He 
promised touring businessmen cooperation if they wanted to 
start branches in Argentina. But in March, 1952, the Texas 
Company and Socony-Vacuum sold their jointly owned sub- 
sidiary Ultramar to Argentina and refused to make further 
investments. In the same month, the Argentine press repeat- 
edly accused the United States of trying to establish economic 
domination of Argentina and to encircle it by means of mili- 
tary aid pacts. At the same time, “Descartes” called for 
stronger United States leadership of the west in the Cold War. 

The peculiar combination of blandishment and attack in 
1952 was Peron’s preparation for currying favor with the 
Republicans should Eisenhower win the election. President 
Truman appointed a career diplomat to replace Ellsworth 
Bunker in Buenos Aires. Albert F. Nufer, the new ambas- 
sador, had been concerned with Latin-American affairs for 
more than a decade but he was largely unknown in Argentina. 
He reached his post on July 16, ten days before Eva Perén 
died, and presented his credentials on August 14. Democracia 
hailed Eisenhower’s election as a promise of better relations 
with the United States, a resumption of the Good Neighbor 
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policy, and a chance to correct “the errors and deliberate 
excesses committed by Truman to discredit and betray that 
policy.” The same paper, which had praised Miller in Feb- 
ruary, 1950, applauded his resignation from the Department 
of State in November, 1952. 

In spite of their big campaign talk, the Republicans took 
office with no plans to improve on Truman’s Latin-American 
policy. John Foster Dulles, who hadn’t learned the difference 
between South America and Latin America, told a congres- 
sional committee that there were strong Communist and 
Fascist movements in South America that were spreading to 
other countries. La Epoca retorted that nothing but Yankee 
imperialism was destroying United States influence in Latin 
America. The Eisenhower administration embarked on a 
policy of restraining the progress of Point IV and restricting 
Export-Import Bank loans. While officials paid lip service to 
the old Good Neighbor ideal, New York bankers, hiding behind 
the World Bank, had persuaded the administration to hamper 
the Export-Import Bank. But none of this worried Peron, 
who announced that “we have lived in political tranquillity 
from the moment of the defeat of the Government that tried 
to attack us by all imaginable means.”’ Part of Per6én’s good 
humor could be traced to bumper grain crops which reduced 
the need for a foreign whipping boy; but the revision of eco- 
nomic goals, including the re-emphasis on agriculture, would 
not remove problems created by Per6n’s ill-advised efforts to 
industrialize the country beyond its capabilities. The need 
for foreign capital was so great that Perén would have to 
abandon his grandiose economic planning or cut off another 
arm or two. 

Peron’s nice words for President Eisenhower had a motive 
which was revealed on March 25, 1953, when news from 
Buenos Aires announced preparation of a law to attract for- 
eign investment to help finance the second five-year plan. 
Prospective investors failed to show even mild interest but 
Peron did not forget to add cheese to the trap while he busied 
himself with promoting the over-rated economic union with 
Chile, negotiating a barter agreement with Russia, and pro- 
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moting his totalitarian labor union. President Eisenhower, 
in the meantime, had made what one effusive writer called 
“‘a dramatic bid for greater hemisphere solidarity.” Address- 
ing a Pan American Union audience on April 12, 1953, the 
President announced that he would send his brother, Dr. 
Milton S. Eisenhower, on a fact-finding good-will trip to 
South America. On his return, brother Milton would advise 
the Department of State on how to strengthen Inter-American 
bonds. Apparently it didn’t occur to the President that com- 
petent observers of the Latin-American scene were at his call. 

Events in April and May, 1953, should have discouraged a 
visit to Argentina where riots, bombings, and a new wave of 
totalitarian terror rocked Buenos Aires. Perén again de- 
nounced the United States press for spreading lies about him, 
and Democracia snarled at “North American imperialism 
along with a Department of State that hurls stones from a 
hidden position.”” The Associated Press, United Press, and 
International News Service were pointed to as the great 
culprits. Again needing a scapegoat “‘to blame for his infla- 
tion troubles,” Perén resumed his “hate-the-United States” 
campaign as Democracia asked: ‘What is the name of our 
enemy in plain language? The United States of America.” 
If this vituperation made any serious impression on the De- 
partment of State, no sign came from Mr. Dulles and his 
Assistant Secretary, John Moors Cabot. 

The United States had no intention of changing the “cool- 
but-correct” policy toward Argentina. However insulting the 
Perén press might be, however scurrilous its filthy lies, we 
would be cool and correct. Robert E. Asher, special assistant 
to the Assistant Secretary for Economic Affairs, said on 
June 11: “Our own security is too intimately bound up with 
the security of other free-world nations to allow us the luxury 
of washing our hands of countries that exasperate us.” Still 
there was little reason for Milton Eisenhower to include 
Argentina on his 36-day tour. Whoever initiated the request, 
Ambassador Nufer urged the traveling fact-finder to visit 
Buenos Aires. The anti-United States campaign was turned 
off and Perén presented Congress with a bill to lift some of 
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the restrictions on foreign capital. Dr. Eisenhower received 
a most cordial welcome in Buenos Aires, talked with Argen- 
tine officials, and atended athletic events with Perén. We 
don’t know who said what to whom, but Perén remained in a 
suspiciously gracious mood after his visitor’s departure. 

Per6én was engaged in a serious effort to attract foreign 
capital to Argentina. Although Radicals attacked the foreign 
capital bill in the Argentine Congress, the measure became 
law on August 21. Perén increased the voltage in October. 
In a speech at Asuncion, he praised President Eisenhower, 
called for a common front, promised support for hemispheric 
solidarity, and denied any intent to set up a regional bloc or 
to influence other Latin-American countries against the 
United States. A few days later, Portefos heard more sweet 
talk: all misunderstandings and disagreements had been ‘“‘to- 
tally and absolutely solved.” Faithfully, Dr. Hipdlito Jests 
Paz in Washington echoed his master’s sentiments, proclaim- 
ing the new era of friendship with its ideal economic prospect. 

Response from the Department of State was far from un- 
gracious. The plan to replace Nufer with Willard Beaulac 
was dropped at Argentina’s request. John M. Cabot an- 
nounced that Argentina’s domestic political and economic 
philosophy “is none of our business.” In the interest of hem- 
ispheric solidarity we must faithfully respect non-interven- 
tion. The Assistant Secretary attributed “a marked change 
in the tenor of our relations” to Dr. Eisenhower’s visit; mutual 
respect would reign undisturbed. “President Perén,”’ he 
said, “has taken steps toward improving relations by settling 
outstanding controversies with us.” A month later, Cabot 
stated: “We are prepared to cooperate with any nation which 
fulfills its international responsibilities and for that reason 
we do cooperate with nations showing the greatest political, 
economic, and social diversities.” 

Close observers of the recent history of United States- 
Argentine relations could see nothing in this “none-of-our- 
business” policy to arouse enthusiasm. There was no basic 
change in Argentine policies or attitudes. The Department 
of State build-up bore a suspicious resemblance to events 
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preceding the 1950 credit. Dr. Eisenhower’s report of No- 
vember 18, 1953, contained little that could not have been 
written in Washington without a special junket, although 
we do not know what confidential report may have been 
made to the President. The Eisenhower administration’s 
“none-of-our-business” approach to Argentina represents no 
real change from Truman’s “cool-but-correct” treatment. No 
genuine improvement in relations between the two countries 
can be expected until one or the other abandons or modifies 
present objectives. 

Although the torrents of verbiage that have issued from 
Perén and the deceased Evita have an obscuring effect, there 
is no doubt about Per6n’s objectives in Latin-American affairs. 
His goal is to establish Argentine pre-eminence, at least in 
South America. To achieve this end, he has revived the dream 
of restoring the old Viceroyalty of La Plata, interfered in 
political affairs of neighboring republics, attempted to create 
an economic union with various countries, striven to destroy 
the free labor movement by substituting a rival brand of 
Peronista syndicalism, and engaged in an anti-United States 
propaganda campaign surpassed only by the Russian effort. 
In the sober judgment of Richard P. Stebbins, “If the trend 
toward nationalistic self-assertion, suppression of democratic 
liberties, and agitation against the United States had any 
common source of inspiration [in Latin America], it undoubt- 
edly lay in Buenos Aires rather than in Moscow. The years 
of Perén’s fascist-type rule had made the Argentine capital 
the principal seat of authoritarian and anti-United States 
tendencies in South America, but with an influence that radi- 
ated far beyond Argentina’s frontiers.” 


Per6n’s efforts to create a southern bloc have been intensi- 
fied during the last few months. Early in 1953, Perén pre- 
dicted the creation of a United States of Latin America which 
would dominate the world. The dictator visited Chile with 
great fanfare in mid-1953, and on July 8 the press hailed the 
signing of an agreement which was announced as an economic 
union, although an examination into the details of the so-called 
union fails to reveal anything resembling an anschluss. 
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Paraguay, causing no surprise to anyone, joined the widely 
heralded union on August 14. Ecuador, on December 12, 
1953, signed an economic union pact; but, as in the case of 
Chile, the agreement has nothing in it that can remotely be 
called economic union Dr. Jerénimo Remorino, Argentine 
foreign minister, went on to Bogota from Ecuador where 
there is the nucleus of a Peronista labor movement. These 
efforts have been interpreted as a move to create a bloc that 
can “‘present a united front to Washington in economic nego- 
tiations, coupled with the threat that Latin America can and 
will expand trade with the Soviet Union and other Iron Cur- 
tain nations if satisfactory agreements are not reached with 
the United States.” 

Per6én’s struggle to discredit the United States has also 
been apparent in labor organization. In these endeavors he 
has met with determined opposition from United States labor 
leaders who recognize the dangers of Perdén-sponsored labor 
unions subordinate to dictatorial whims. The AFL and CIO 
have been consistent in opposing appeasement of Peron, a dic- 
tator who wants to capture the Inter-American labor move- 
ment and who uses labor attachés for carrying on anti-United 
States propaganda. Jacob S. Potofsky successfully led the 
opposition to seating Perén’s delegates at the Mexico City 
meeting of the International Confederation of Free Trade 
Unions in January, 1951, which formed the Inter-American 
Regional Organization of Labor. The Argentine press at once 
charged a Wall Street plot against Argentine labor! 

Undismayed by the failure of his first attempt to break 
into the hemisphere labor movement, Perén decided to create 
his own organization. In a conference at Asuncién in Feb- 
ruary, 1952, José G. Espejo led in organizing the Comité de 
Unidad Sindical Latino-Americana, with representatives from 
Argentina, Brazil, Chile, Bolivia, Uruguay, and Paraguay. 
The avowed pufpose, of course, was to weaken democratic 
trade unions and the result would be to aid Communist infil- 
tration. A few months later, in November, Perén sent Espejo 
to Mexico City to lead another conference which formed the 
Latin American Unionized Workers’ Association (ATLAS). 
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This new regional federation was immediately denounced by 
non-Communist labor leaders in Latin America as “a new 
Peronista weapon in a campaign to spread Argentine influ- 
ence.” In these labor activities, Perén’s purpose is to have 
available anti-United States labor groups in as many coun- 
tries as possible. He is not interested in promoting trade 
unionism but in creating a pro-Argentine fifth column to 
increase Argentine influence. Thus far the major labor 
groups of Latin America—in Brazil, Cuba, and Mexico—are 
strongly anti-Peron. 

Apologists for various efforts to appease Argentina gen- 
erally cite two compelling reasons: the need for Argentine 
support in presenting a common hemisphere front against 
Communism, and the world’s need for Argentine foodstuffs. 
Stark realism requires that each of these reasons be dis- 
counted heavily. Argentine support in the Inter-American 
system is entirely undependable, and any foodstuffs Argentina 
might provide in the event of World War III would be at out- 
rageously high prices. 

In attempts to forge a united front against the threat of 
international Communism, the United States has had verbal 
support from Argentina at various international conferences. 
At the Ninth Conference of American States, held at Bogota 
in 1948, several resolutions denounced totalitarianism. All 
delegations agreed to condemn foreign interference, and 
“every system tending to suppress civil rights and _ lib- 
erties. ” These resolutions meant nothing to Peron. 
At the conclusion of the foreign ministers’ conference on 
April 7, 1951, Perén’s delegates signed the Declaration of 
Washington and apparently aligned their country with the 
rest of the American republics. There was, of course, no 
intention to follow up with positive acts. 

Peron insists that in the Cold War he is holding a “third 
position” between capitalism and Communism. It was this 
position, he told his subservient Congress on May 1, 1950, 
that “cured Argentina’s domestic ills by humanizing capital 
and eliminating exploitation of the workers, thus destroying 
the appeal of Communism.” Actually, the “third position” 
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is neutralism, a new term to express an old policy. But Perén 
said that his “third position” “is an ideological pause that is 
in the center, in the left, or in the right, according to the 
facts. We obey the facts. We believe that we are not the 
cause, but barely a consequence of those facts.” Just as 
Aprista ideology considers both the United States and the 
USSR as “implacable imperialisms,”’ so Peronismo is hostile 
to both; but it would, nevertheless, do business with these 
“twin monsters.” With no overtone of humor intended, 
Ambassador Jesis Hipdélito Paz asserted that Peronistas were 
not extremists, that Peronismo occupied a middle position 
between the two extremes personified by the United States 
and Russia. Whatever it is, justicialismo is not Communism, 
an ideology that Perén recognizes as a potential threat. 
Nevertheless, justicialismo or Peronismo often runs parallel 
to Communism. 

Regardless of the brand to be stamped on Peron’s flank, 
it is futile to expect any assistance from Argentina in the 
Cold War. This was demonstrated beyond doubt in the 
Korean War, to which the Argentine contribution was prac- 
tically non-existent. With Argentine public opinion definitely 
opposed to overseas military adventures, Perén’s refusal to 
contribute troops is more readily understood. Nevertheless, 
the Argentine army might be counted on to aid in repelling a 
Communist attack against Latin America. Unless he had 
this in mind, Lt. Gen. Howard A. Craig, chairman of the 
Inter-American Defense Board, was talking utter nonsense 
when he praised Argentina for cooperating “in developing 
hemispheric security.” Any expenditure of time, money, or 
supplies by the United States to build Argentine military 
strength would be a gross waste. 

The talk of Argentine indispensability in a war effort is 
especially hollow in view of the record. Any expectation that 
Argentina, under Perén, would provide troops for a United 
Nations action rests upon no solid foundation. Little faith 
can be placed in any Argentine signature to an Inter-American 
political pact, and none whatever in willingness to fulfill obli- 
gations imposed by the few Inter-American agreements rati- 
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fied by the government. From Franco’s Spain, from Tito’s 
Yugoslavia, from Salazar’s Portugal, we can at least be rela- 
tively certain of support against Soviet Russia in the Cold 
War and in the event of World War III. Perhaps this expec- 
tation justifies our rapprochement with those dictatorships. 
Argentine neutralism and desire to profit from world wars, 
amply demonstrated over the last four decades, should be 
sufficient to warn even the militia diplomats to expect no 
military aid in the struggle against Communism. The fact is 
that Argentine indispensability is a myth. 

The evidence of totalitarianism in Argentina is too great 
to require documentation of the brutality, terrorism, arbitrary 
arrests, torture, deportations, and expropriations used to sup- 
press civil rights. The arbitrary and totalitarian Perdén 
regime constantly exacerbates morbid nationalism, creates 
xenophobia, and displays the most callous indifference to basic 
human values cherished by democracies. In dealing with 
Argentina, we are confronted with a totalitarian state on the 
fascist model. That the dictatorship may be less bloody than 
those of Hitler, Mussolini, Stalin, or Malenkov should blind 
no one as to its basic character. This, then, is a prime con- 
sideration in the conduct of diplomacy: that we make no pre- 
tense of considering Per6én’s Argentina a democratic nation. 

Our policy toward Argentina during and immediately after 
World War II was compounded of resentment, frustration, 
and despair. The use of force was out of the question so long 
as Argentina did not openly attack one of the United Nations. 
Having renounced intervention in Latin-American affairs, the 
United States was handicapped in the effort to substitute 
positive action for the effervescence of the Good Neighbor 
policy in post-war relations. Faced with the tremendous 
responsibilities of the Cold War, our resources were deemed 
insufficient to meet the Latin-American demands for economic 
aid. This breach was partially filled by the Point IV program; 
but any large-scale assistance ran into the almost insurmount- 
able obstacles posed by economic nationalism. Latin America 
wanted capital on its own terms and resented United States 
preoccupation with other areas. Against a background of 
steadily increasing discontent, efforts to sign military aid 
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agreements met with strong resistance in which left and 
right joined forces. Communists found it easy to strike 
responsive chords in their propaganda attacks, while the re- 
surgence of military dictatorships forced the United States 
to maintain friendly relations with unsavory regimes which 
had much in common with Peronismo. Any attempt to mar- 
shal sentiment against Peronismo would be interpreted as an 
attack upon other dictatorships. 

While emphasizing the contemporary clash between Argen- 
tine and United States objectives, it would be an error to 
attribute that difference solely to Peronismo. Policies of the 
present regime have exaggerated tendencies and attitudes 
current before the rise of Perén. Anti-United States propa- 
ganda has been endemic in Argentina; a new term in the 
unbalanced equation is the absence of a judicious news organ, 
like the old La Prensa, which could be critical but fair. Ar- 
gentine neutralism is not new but traditional; here the new 
factor is the strong affinity for totalitarianism which, in the 
view of the United States, makes neutralism more repre- 
hensible. Economic nationalism, expressed in sensitive sectors 
of the economy, need not—and, indeed, does not—frighten all 
prospective investors. There is still room for profitable invest- 
ment in Argentina, but there will be no large-scale flow of 
venture capital from the United States so long as other areas 
continue to offer more attractive opportunities. 

The recent policy of the United States toward Argentina 
could not succeed in its objectives because it has run headlong 
into incompatible Argentine goals. The major objective of 
Argentina has been and is to establish an economic, political, 
and military hegemony over South America. To achieve this 
goal, United States influence must be undermined. While the 
United States has geared its efforts toward hemispheric co- 
operation, Argentina has been working assiduously to export 
Peronismo, to create power blocs, to destroy what there is left 
of democracy in the Americas. Peronismo, therefore, consti- 
tutes a major challenge to the United States, a complex prob- 
lem still unsolved by our government. Until such a solution 
is found, or until democracy is reborn in Argentina, we can 
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at least lend support to the other American republics in which 
the democratic ideal still lives. 











The Improvement of Railroad 
Transport in Brazil 
By JULIAN S. DUNCAN 


This paper will concentrate on the problem of regrouping 
and consolidating of lines, and increasing the efficiency of 
management of Brazilian railroads. Discussion of physical 
rehabilitation problems will be briefer because of the com- 
prehensive study made of this aspect of the situation by the 
Joint Brazil-United States Commission. There will be a brief 
discussion of the Joint Brazil-United States Commission’s 
physical rehabilitation plan for Brazilian railways. It is be- 
lieved that there is no need to present the details of this plan, 
because it is being printed and should be available soon in the 
United States.! 

It is hoped that calling attention to Brazilian resources 
of managerial and organizational skills may be useful to Bra- 
zilian policy-makers in their efforts to improve the efficiency 
of their railways. It is also possible that the presentation 
may serve international or U. S. financial or technical nego- 
tiators in suggesting points which they might wish to discuss 
with their Brazilian colleagues. 


* The field work which brought the author up to date on the Brazilian 
railroads was done while he was employed as a transport specialist for 
the firm of Klein & Saks, who in turn were advisors to the Industrial 
Development Commission of the Government of Brazil. The opinions 
expressed in this article are the author’s and do not necessarily represent 
the views of Klein & Saks or the Brazilian government. Dr. Duncan is 
chairman of the Department of Economics, University of New Mexico. 

1JIt is assumed that this highly significant study will be the starting 
point for consideration of plans for improving roadbeds, purchase of new 
rolling stock and rolling stock repair facilities. The Commission’s report 
contains the most comprehensive and detailed plan for railroad better- 
ment that has been made so far in all of South America. While the Com- 
mission’s report also went into questions of management and consolida- 
tion, it is believed that the most significant contribution of its railroad 
plan is the detailed statement of what is required to give the railroads 
the roadbed, rollng stock, and repair facilities they need. 
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Cheap and efficient transportation is a prerequisite to a 
national as contrasted with a regional economic system. The 
importance of efficient transportation increases in Brazil as 
the nation moves further in the direction of industrialization, 
urbanization and commercial mechanized agriculture. The 
word efficient is stressed. There should be a limit beyond 
which any government ought not to continue to subsidize in- 
dustry, commerce, and agriculture by offering below cost rates 
on inefficiently operated government railroads which show 
continuous and substantial deficits. 

Movement of passengers is also important because popula- 
tion mobility is a requirement of any developing economy. 
The stimulus of the exchange of ideas and new methods of 
production and distribution can come only where there is easy 
movement and face to face contact with innovators. Con- 
venient and relatively inexpensive passenger transportation 
is also necessary for the optimum utilization of the skills of 
the labor force, particularly because of the number of types 
of skilled persons required. 

Efficient transportation is also an essential element for 
increasing productivity and a higher standard of living for 
the masses of its people. And one of the indispensable parts 
of a low cost transportation system for Brazil is railways. 

Railroads should be kept as one of the country’s principal 
methods of overland transportation of goods because they 
produce more ton-miles of freight per man-hour of labor and 
per given amount of fuel (BTU units) than any other over- 
land method. This relative efficiency of railroads is, of course, 
contingent on their having sufficient traffic density to justify 
railroad operation. Present and potential traffic density is so 
low on some Brazilian lines that they should be abandoned. 
A part of the low density on some lines owned and operated 
by the federal government is caused by a diversion of traffic 
to highways. This diversion in turn is caused by the inade- 
quate roadbed and rolling stock and inefficiency of operation 
of these lines. It is assumed that this traffic can be regained 
by the railroads when and if facilities and management are 
improved. The continuation of present conditions on most 
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federally operated roads will tend to intensify public clamor 
for hard surfaced highways which parallel] existing railroads. 
Electrified sections having sufficient present or potential traflic 
to off-set overhead costs of electrification offer a means of 
transporting persons and goods with a minimum of expendi- 
ture of foreign exchange. Such sections can operate on hydro- 
electric power instead of depending on imported coal or 
diesel fuels. 

The discussion of methods to improve transportation on 
Brazilian railroads will be divided into three main parts: 
first, consolidations; second, regroupings; third, physical re- 
habilitation of the lines; and fourth, problems of top level 
management. 


. 


Brazil has reached the stage of economic and transport 
development in which consolidations on a comprehensive scale 
should take place. For example, in 1952 there were thirty- 
seven thousand kilometers in operation, but there were 44 
separate operating entities. This is too many, judged by 
the criteria of both efficiency and economy. This paper sug- 
gests that the number be reduced to eight. The first and most 
important step in these proposed consolidations would be the 
grouping of all federally owned lines into four systems as 
follows: 


System 1—All the lines in the northeast would be a part 
of this system. 

System 2—Would consist of the Santos 4 Jundiai and all of 
the Central of Brazil excepting the meter gauge 
trackage of the latter railroad. 

System 3—Would be composed of the Leopoldina, the Réde 

7 } } 
Mineira, and the meter-gauge lines of the Cen- 
tral of Brazil. 

System 4—This would comprise the R. V. Parana-Santa 
Caterina (with the exception of the Ourinhos- 
Maringa branch) and the V. F. Rio Grande do 


2 Anudrio Estatistico do Brezil—1953, p. 194. 
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Sul, and the new line under construction from 
Itangua to Tai.® 
The Noroeste from Trés Lagéas into Bolivia is not included 
in any of the consolidated federally operated systems because 
it is a developmental—political penetration line and the politi- 
cal and strategic considerations which entered into its con- 
struction and continued operation would seem to justify put- 
ting it in a group by itself. The fact that the Ministry of 
Foreign Affairs and the Ministry of War necessarily have a 
voice in the formulation of policies for the road constitutes 
an additional reason for not linking it with any other system. 
The state of Sao Paulo owns and operates three railroads, 
namely, the Sorocabana, the Mogiana, and the Araraquara. 
It is believed that the Araraquara should be consolidated with 
either the Sorocabana or the Mogiana. 


Il. 


This section deals with recommendations for taking parts 
of two lines and putting them with others and with building 
a short connecting link between one line and another. First, 
the Paulista should be permitted to lease that portion of the 
Noroeste in western S40 Paulo which lies between Baurti and 
Trés Lagéas. The following are the reasons for this recom- 
mendation: Operation by the Paulista would speed the ship- 
ment of cattle from the fattening area of Western Sao Paulo 
into the city of SAo0 Paulo. The Joint Brazil-United States 
Commission has pointed out the extent to which this section 
of the Noroeste is a bottleneck in the shipping of cattle con- 
signed to packing houses in Sao Paulo for consumption in Rio 
de Janeiro and Sao Paulo. Cattlemen on the Noroeste have 
to keep their stock in pens waiting transport as long as twenty 
to thirty days. Requests for approximately 39 cattle trains 
per month go unfilled. 


3 These are substantially the same as the recommendations made by 
the Joint United States-Brazil Commission. Exceptions are: The inclu- 
sions of the Santos 4 Jundiai in System 2 (because it is wide gauge) and 
the Leopoldina in System 3 (because all the lines in this system as pro- 
posed are meter-gauge). 
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The section of the Noroeste from Baurti to Trés Lagoas 
which it is proposed that the Paulista rent, is meter-gauge. 
It happens that the Paulista has been engaged in an extensive 
program of widening its meter-gauge lines. This means that 
it has meter-gauge rolling stock, including locomotives, which 
it is willing to put into operation on the Noroeste. It is esti- 
mated that Paulista operation could increase the movement 
of traffic by 100 per cent. If roadbed improvements recom- 
mended by the Joint Commission are made, the increase in 
traffic hauled would be still greater. 

The Paulista is the best managed railroad in the country. 
Its management has consistently shown interest not simply 
in making a profit for its stockholders but also concern for 
economic development in Brazil. It pioneered in the intro- 
duction of a type of eucalyptus tree adapted to the soil and 
climatic conditions of Sao Paulo. While this reforestation 
program had its business justification then in assuring the 
railroad of a sufficient supply of fuel for its now diminishing 
number of wood-burning locomotives, the line has freely placed 
the results of its research and experience in growing euca- 
lyptus at the disposal of all interested parties. Much of the 
credit therefore for the extent to which worn-out and eroded 
lands in Sao Paulo and elsewhere in Brazil are being restored 
to productivity through reforestation with eucalyptus trees 
belongs to the Paulista. It also was the first railroad in Brazil 
to demonstrate the economy, efficiency, and saving in foreign 
exchange which results from electrification. The railroad was 
also the first in the country to introduce all-steel passenger 
train equipment. 

Second, the Sorocabana should be allowed to rent that por- 
tion of the R. V. Parana Santa Caterina which lies between 
Ourinhos and Maringa. The Sorocabana runs from Sao Paulo 
to Ourinhos. This Ourinhos-Maringa branch is a vital seg- 
ment in the shipping of the coffee and cereals from fertile 
northern Parana into the consuming centers of Rio de Janeiro 
and Sao Paulo. It is not able to handle the traffic open to it. 

The basic factors in the inability of the Parana Santa Cate- 
rina’s Ourinhos to Maringa branch to haul the grain and other 
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freight offered to it are these: (1) The very poor condition of 
the roadbed. Rock ballast ends approximately at Santa Mari- 
ana (kilometer 108) halfway between Ourinhos and Maringa. 
Bad roadbed and ties are responsible for much of the damage 
to locomotives and cars. Section crews are undermanned. 
The author saw ties being removed which were so rotted that 
they could not hold spikes or bear any weight. In such places, 
the rail itself has to bridge the gap as well as serve as a rail. 

(2) The shops for the repair of locomotives and cars are 
inadequate. This results in a vicious circle. The rough road- 
bed pounds cars and locomotives so severely that the need 
for repairs comes quickly. Unfortunately, facilities are so 
limited that minor repairs cannot be made quickly. The result 
is that “bad order” rolling stock is kept in operation much 
too long. 

The repair shops at Ourinhos, while they contain some 
excellent machine tools, are inadequate for the job of keeping 
the rolling stock in good condition. No practical facilities 
are available for lifting and moving heavy locomotive parts. 
This not only slows down operations but the ingenious impro- 
vising that the shop staff has to resort to in accomplishing 
heavy movements makes the work very dangerous. Accidents, 
therefore, occur frequently. Machine tools and locomotive 
repairing are under cover but all the repair on passenger 
and freight cars takes place in the open air. This means 
that in the rainy season the loss of time on much-needed 
repairs may run as high as 50 per cent. 

It is not necessary to emphasize that responsibility for 
inadequate roadbed and repair facilities belongs in part to 
management. Management, however, has not been entirely a 
free agent in determining the proportion of revenue to be 
spent on equipment, repair facilities and roadbed as compared 
with expenditures for personnel.* The shortage of freight 
cars is of lesser importance because the Sorocabana would 
furnish the cars if it could be sure that they would not further 
clog the line. There may be a shortage of locomotives, but 


4 See Duncan, Julian Smith, Public and Private Operation of Railways 
in Brazil, New York, 1932, pp. 175-176. 
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it is believed that existing locomotives would be sufficient if 
facilities to repair them were adequate. 

The state of Sao Paulo has invested large sums of money 
in the Sorocabana Railway (one meter-gauge) which it owns 
and operates. Recent improvements have taken the form of 
extensions to existing lines, continually increased electri- 
fication, better shops, and the purchase of diesel electric 
locomotives. Some 362 kilometers of the railroad have been 
electrified, 139 kilometers of which are double track. Car 
kilometers increased from sixty-four million in 1927 to 187 
million in 1952. The railroad refiects great credit on the 
state of Sao Paulo, and is well managed. 

Not only are its locomotives adequate, but it has a sufficient 
number of freight cars to take care of its shippers. Further- 
more, its supply of freight cars is sufficient to enable it to 
furnish most of the box cars used on the Ourinhos-Maringa 
branch of the R. V. Parana-Santa Caterina. It could presently 
supply more cars, but the Sorocabana has discovered that pro- 
viding more than a specified number serves simply to clog 
the lines of that branch. Customers requesting cars on the 
Sorocabana lines are promptly supplied. 

This railroad’s repair shops at Sorocaba are perhaps as 
well equipped for the repair of steam locomotives as any in 
Brazil. The Sorocabana has a surplus of steam locomotives, 
because of its extensive program of replacing steam with 
electric and diesel locomotives. These it could use on the 
Ourinhos-Maringa branch, if it had control of operations on 
that line. The Banco de Desenvolvimento Economico has 
approved a loan to the R. V. Parana-Santa Caterina. A pro- 
portionate share of this loan would go to the Sorocabana for 
rehabilitation and ballasting of the Ourinhos-Maringa roadbed 
if the renting proposal herein advocated should go into effect. 
Details could be worked out between the National Department 
of Railroads, the management of the Parana Santa-Caterina 
and the Sorocabana. 


One of the factors which has to be considered in effectuat- 
ing this suggestion is the opposition from the central and 
southern parts of the state of Parana to such close relation- 
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ships with Sao Paulo. It is believed, however, that the Bra- 
zilian aptitude for compromise might lead the government of 
the state of Parana to accept such a proposal. The National 
Department of Railroads could apply money it would not have 
to spend for rolling stock and repair facilities on this branch 
to the sections of the Parana-Santa Caterina in central and 
southern Parana. An Advisory Commission composed of 
representatives of the state of Sao Paulo and the state of 
-arana might be very helpful in assuring public acceptance 
of this proposal. Such interstate cooperation has worked well 
in portions of the United States. Witness the success of the 
Port of New York Authority, which is a joint operation be- 
tween the states of New York and New Jersey, and interstate 
water compacts in the Southwest. The Prefeitos of the Mu- 
nicipios, in northern Parana, whose territory is traversed by 
the Ourinhos-Maringa branch, are unanimous in their support 
of rental by the Sorocabana. 

Third, the Mogiana might be allowed to rent the Goias 
Railroad. Both are meter gauge. The Mogiana is the link 
between the Goids Railroad and the Paulista-Santos a Jundiai 
route to Sao Paulo and Santos. The Joint Brazil-United States 
Commission recommended that the Mogiana Railroad be per- 
mitted to rent the Goids Railroad.* The Mogiana, despite its 
shortage of equipment, is an efficiently run railroad, and man- 
agement by the Mogiana would be a definite contribution to 
the economic development of Goias. The Goias Railroad 
assumes especial importance because of its role in transporting 
food to the urban centers of Sao Paulo and Rio de Janeiro. 

However, the matter is complicated by the fact that the 
Mogiana is owned and operated by the state of Sao Paulo. 
The writer does not feel qualified to express an opinion as to 
whether or not it would be politically expedient for the 
Mogiana to operate this line. State pride runs high in Goias. 
Perhaps a formula could be devised to induce the leaders in 
Goids to accept an arrangement which would enable this state 
to benefit from the managerial skill of the Mogiana. It could 


» Details of this proposal may be found in the Joint Commission’s 
Railroad Report dated April 13, 1952. 
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be that a mixed corporation with ownership shared by the 
Federal Government, the state of Goias, and the state of Sao 
2aulo would be satisfactory to all interested groups. 

Finally, the Paulista should be empowered to build a broad 
gauge connecting line between its mainline point of Barrinha 
to Riberao Preto, a distance of approximately 40 kilometers. 
A serious bottleneck in the movement of cereals from Goias 
to eastern markets is a section of difficult grades and sharp 
curves on the Mogiana Railroad between Campinas and 
Ribeirao Preto. The main line of the Mogiana extends from 
Campinas northward through Ribeiréo Preto to Goiandira, 
where it connects with the Goids Railroad. This latter line 
taps the rich food-producing area of Goids. The line of the 
Mogiana from Ribeirao Preto to Goiandira runs through level 
territory. On the other hand, the section of the Mogiana be- 
tween Ribeirao Preto and Campinas goes through extremely 
rugged terrain. The same locomotive which can pull a load 
of 222 tons from Ribeiraéo Preto to Campinas can haul 480 
tons from Ribeiréo Preto to Goiandira. 

It happens that the electrified broad gauge line of the 
Paulista, which has smooth grades and wide curves between 
Campinas and Barrinha, passes within 40 kilometers of 
Ribeirao Preto. The Paulista Railway authorized the Klein 
and Saks mission to say that as a contribution to the solution 
of Brazil’s transport problem it is willing to build at its own 
expense a branch connecting its line near Barrinha with the 
Mogiana at Ribeirao Preto. The interchange between the 
two gauges, which is presently made at Campinas, would take 
place at Ribeirfo Preto instead. 

If this is done, the Mogiana will be able to turn its Cam- 
pinas to Ribeiraéo Preto section into a light traffic line. It 
would be able to spend more money on the maintenance of 
the level Ribeirao Preto-Goiandira section and transfer rolling 
stock to it. The speed of Mogiana operation as well as net 
operating revenue would probably be increased by the pro- 
posed connection with the Paulista at Ribeiréo Preto. Such 
a step would seem to be in the national interest. 
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III. 

The discussion of physical rehabilitation necessarily takes 
the form of a review of the work of the Joint Brazil-United 
States Commission. In a summary statement this Commis- 
sion estimated the long range cost of equipment to be financed 
abroad as approximately 146 million. This sum would be 
expended for rails, ties, ballast, bridge material, rock quarry 
equipment, section gang equipment, derricks, tunnel modifica- 
tions, gauge broadening, signaling, electrification, repairs of 
locomotives and cars, new passenger and freight cars, steam, 
electric, and diesel locomotives, shops and sheds. 

The writer believes that the regrouping and cost free (from 
the standpoint of the federal and state governments) system 
connection would reduce still further the amount of foreign 
financing required. The principal change suggested is that 
more of this physical rehabilitation program should be done 
with material, particularly freight cars, and rails made in 
Brazil. This would have the effect of further reducing the 
amount of financing from abroad. 

IV. 

The proposal for top management is very simple: hire good 
men to run the consolidated federally owned railroads and 
give them complete freedom to do a high grade transportation 
job. The state of Sao Paulo has been and is doing just this 
with the railroads it owns, namely, the Sorocabana, Mogiana 
and Araraquara Railroads. Brazil has ample talent, if it is 
given freedom from political interference, to manage effi- 
ciently the consolidated systems proposed in this paper. What 
is required is a willingness to regard the railroads as instru- 
ments of economic development and that only. Management 
should be judged by its ability to lower unit costs of operation 
and improve service. 

Any national administration could be held responsible for 
the performance of railroads because power would be co- 
extensive with responsibility. This might not be true if mixed 
corporations were introduced. 


6 It further estimated the dollar value of cruzeiro (domestic) financing 
as 379 million dollars. (Conversion at approximately 20 per dollar.) 
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The recommendation assumes that it is possible to elevate 
the work standards of government employees. In the writer’s 
opinion, the problem of raising the efficiency of government 
workers is not a hopeless one. Able managers can get and 
are getting results under existing Federal Civil Service 
regulations. Changes in these regulations to promote effi- 
ciency are, of course, needed. 

The efforts of public and private groups and universities 
in Brazil to raise the standards of government administra- 
tion, including civil service, will, judged by the experiences 
of other countries, result in more efficient public employees. 
Standards of civil service tend to reflect a nation’s relative 
political, social and economic development. Among the types 
of general measures which may be expected to result in grad- 
ual raising of the standards of public servants as well as other 
sections of the labor force are a higher level of education and 
better health conditions, including more adequate nutrition. 
Improvement does not have to wait, however, for these long 
run developments because energetic and efficient management 
can effect immediate changes.’ 


Conclusions 


The two most important issues raised here concern the 
extent to which local loyalties shall take precedence over the 
interests of the nation as a whole and, second, the extent to 
which vested bureaucratic positions shall be given priority 


* The Joint Brazil-United States Commission recommended that the 
consolidated railroad systems be turned into mixed corporations. The 
reasoning behind this proposal appears to have been the success of the 
mixed Brazilian company known as the Doce River Valley Company and 
the efficiency of mixed corporations in Great Britain and Western Europe. 
It may be freely conceded that the Doce River Valley Company is effi- 
ciently operated. However, the question is raised as to whether or not 
the system would work as applied to Brazilian railroads, which unlike 
steel manufacturing, holds out limited profit prospects. Lines of account- 
ability would be so tangled that it would be difficult to fix responsibility. 
The Joint Commission also assumed, so I was informed in Brazil, that it 
would be difficult if not impossible to raise the efficiency of government 
railroad workers. The problem of the Mogiana and the Goias railways 
is sufficiently complex so that, as previously pointed out, a mixed cor- 
poration might be tried in this case. 
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over criteria of economic efficiency. Examples of the first 
are the consolidation of the federally owned lines into four 
systems, the rental of the Ourinhos-Maringé Branch by the 
Sorocabana Railroad, and the renting of the Goids Railroad 
by the Mogiana. Illustrations of the second would include the 
renting of the Baurt-Trés Lagoas section of the Noroeste by 
the Paulista, and the construction of a link between the main 
line of the Paulista at Barrinha and the Mogiana at Ribeirdo 
Preto. 

The proposals given above are not presented with any 
thought of a take-it-or-leave-it attitude. While it is obvious 
that the Brazilians must be prepared to take positive and 
comprehensive steps to help themselves, no outsider is in a 
position to say categorically what can or cannot be done. 
This is particularly true in questions involving state pride 
such as, for example, the renting by the Sorocabana of the 
Ourinhos-Maringa branch or the renting by the Mogiana of 
the Goids Railroad. It is contended, however, that all of these 
measures discussed above would be helpful if they could be 
put into practice. 

In view of the altered role of the Export-Import Bank, the 
granting to Argentina of better terms on a “bail-out” loan 
than were given to Brazil for a similar purpose, and the 
abrupt ending of the Joint Brazil-United States Mixed Com- 
mission, it is pertinent to raise the question whether the Eisen- 
hower administration has either the good will or commands 
the necessary technical competence to carry on fruitful nego- 
tiations in this field. In over five months in Brazil in 1953-54 
the writer saw no evidence that Ambassador Kemper dis- 
approved of the policy decisions being made in Washington.® 
The United States Government, it would seem, is able to invest 


8 See the cogent and carefully documented paper by Hanson, Simon G., 
“The End of the Good Neighbor Policy,” Inter-American Economic 
Affairs, Autumn, 1953, pp. 3-49. 

® The news release dated November 11, 1954, about a revived role for 
the Export-Import Bank could, however, represent a shift in administra- 
tion policy. The terms of the additional “bail-out” loan granted by the 
Federal Reserve Bank of New York are indications of a more liberal 
policy. 
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33 million dollars per year in Latin America, including 6 mil- 
lion per year for Brazil. The 33 million Export-Import Bank 
annual drain on the cash position of the Treasury brought 
and is still bringing substantial dividends to the U. S. both 
in good will and in contribution to Latin American economic 
development.! 

This does not mean that Export-Import Bank negotiations 
with Brazil should necessarily start with all the physical 
rehabilitation expenditures summarized in the report of the 
Joint Brazil-United States Commission. What would be 
needed, it seems to the writer, would be the stated willingness 
to operate the Export-Import Bank on a scale approximating 
the pre-Eisenhower days and giving it a board and status 
comparable to that formerly enjoyed by it. The Export- 
Import Bank would come in after other investment financing 
institutions, including the private export financing bank said 
to be sponsored by the Chase National Bank and the Inter- 
national Bank for Reconstruction and Development, had made 
their maximum commitments."! 

Six million dollars per year is a small fraction of the 
amount that the United States is properly spending for mili- 
tary preparedness. The sum is also not large when compared 
with the amounts which the United States generously and 
correctly spent for the Marshall Plan. In the strategy of the 
battle for men’s minds known as the “cold war” the raising of 
the level of living is very important. The two most effective 
ways of promoting economic development in Brazil are, first, 
improving railway transportation, and second, developing 
electric power potential. 


10 As Hanson states: “In the thirteen years ending March 31, 1953, 
Export-Import Bank financing of Latin America had involved a net drain 
on the cash position of the Treasury of only 33 million per year (disburse- 
ments minus collections of interest and repayment of principal), and this 
33 million represented sound investments rather than losses, investments 
which over the years showed an unusually satisfactory low loss ratio.” 

11 Not having seen the texts of the official statements about a revived 
role for the Export-Import Bank or the contemplated private financing 
institution, the writer is not in a position to say whether the Export- 
Import Bank is to take the risks and the private banks to get the profits. 
Obviously this is an item of great importance. 





